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Consumption Theorems 
in Terms of Overcompensation rather than 
Indifference Comparisons 


By PAuL A. SAMUELSON 


To be of interest a scientific theory must have consequences. Upon 
hard-boiled examination, the theory of consumer’s behaviour turns 
out not to be completely without interest. By this I mean: 
consumption theory does definitely have some refutable empirical 
implications. The prosaic deductive task of the economic theorist 
is to discern and state the consequences of economic theories. 

In this paper I propose to deal with an extremely simple question : 
Under what conditions can we expect the quantity demanded by a 
consumer of a good to be inversely related to its price? This and related 
issues provide a good illustration of certain new methods of modern 
economic theory, and a testing of their powers. 


I—TuHE FUNDAMENTAL THEOREM OF CONSUMPTION THEORY 


In its narrow version the theory of “‘ revealed preference ” confines 
itself to a finite set of observable price-quantity competitive demand 
data, and attempts to discover the full empirical implications of the 
hypothesis that the individual is consistent. The complete logical 
equivalence of this approach with the regular Pareto-Slutsky-Hicks- 
Arrow ordinal preference approach has essentially been established. 
So in principle there is nothing to choose between the formulations.! 

There is, however, the question of convenience of different formula- 
tions. Revealed preference is a speedy way of deriving many of the 
fundamental finite inequalities (of index-number type) whose violation 
would constitute a definite refutation of the hypothesis of consistency. 
But it turns out that we cannot by revealed preference deduce the 
following : An increase in a good’s price must, if income and other 
prices are held constant, decrease the amount of it demanded. Failure 
to deduce this simple and basic Marshallian proposition, we should 
indeed have to hold against any theory—if the proposition in question 
were true! But the phenomenon of Giffen’s Paradox reminds us 
that the Marshallian proposition is not a true theorem, and it is rather 
to a theory’s credit than discredit if it refuses to enunciate a false 
theorem. 

1J, R. Hicks, Value and Capital; P. A. Samuelson, Foundations of Economic 
Analysis; I. M. D. Little, A Critique of Welfare Economics ; K. J. Arrow, Social 
Choice and Individual Values ; H. S. Houthakker, ‘“* Revealed Preference and the 
Utility Function’, Economica, May 1950; P. A. Samuelson, “ Consumption 


Theory in Terms of Revealed Preference” and “ The Problem of Integrability 
in Utility Theory ”, Economica, November 1948 and November 1950. 
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None the less, as a betting matter it is more likely than otherwise 
that a ceteris paribus change in one good’s price will in fact lower its 
sale. As casual econometricians, this we know. Moreover, for about 
40 years now—ever since the work of W. E. Johnson, Slutsky, Allen, 
and Hicks—we have known a condition under which such a bet on 
the truth of the Marshallian proposition would be 100 per cent. certain. 
Indeed, if I were asked to explain to a non-specialist the single most 
interesting result of the theory of consumer’s behaviour, I should be 
tempted to cite the following valid theorem, which though not very 
exciting does have the modest merit of being true. 

Fundamental Theorem of Consumption Theory. Any good (simple 
or Composite) that is known always to increase in demand when 
money income alone rises must definitely shrink in demand when 
its price alone rises. 


Since as casual or systematic econometricians we know that most 
goods obey Engel’s Laws corresponding to consumption increasing 
absolutely with increases in money income,! this Fundamental Theorem 
of consumption theory enables us to infer that most Marshallian price- 
elasticities of demand are definitely negative. 


JI—A WEAKNESS IN REVEALED PREFERENCE ? 


How shall we score the theory of revealed preference with respect 
to this Fundamental Theorem? I[ have already asserted the complete 
logical equivalence of revealed preference with any other valid version 
of (regular) consumption theory, and this must imply that revealed 
preference can deduce this theorem. But, in terms of convenience 
and directness, can revealed preference derive this result only by first 
converting itself into the more traditional Slutsky-like analysis of 
ordinal utility, utilising bordered matrixes, etc. ? If this were the case, 
a legitimate point would be scored against the theory. 

Actually, in the first 1938 article in which I discussed aspects of 
revealed preference,’ one of the first and most direct deductions from 
the theory was to infer from the basic Weak Axiom 


(1) =pi\qi <0 implies a ApAq, <0 


Ogi 0qiN ae een te 
that i ti az ) must be non-positive, which is the Slutsky-derived, 


partial derivative form of the Fundamental Theorem. 

Also, ina 1951 lecture on “Integration of Demand Theory,” Professor 
Hicks has elegantly shown how the finite inequality version of this 
Slutsky result can be derived from the simple consideration of batches 
of goods that are known to be “ indifferent”. In his demonstration, 

To be pedantic, our exact requirement is that the quantity of the good in 

question can, with fixed prices, fall only if money income falls. 


2 Pp. A. Samuelson, “ A Note on the Pure Theory of Consumer’s Behaviour ”’, 
Economica, February 1938. 
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Hicks was able to dispense completely with the use of partial derivatives 
and the inversion of matrixes.‘ We may lighten the requirement that 
some goods (and ordinal satisfaction) be continuously divisible so as 
to guarantee the existence of situations indifferent to any given situation. 
Actually, for all situations at least as good as a specified level, any 
two observed points (qg') and (q”), which minimise the Xp'g and Xp*q 
needed to achieve the desired level, will satisfy X(p?—p*) (q?—q')<0. 
However, if we rigidly confine ourselves to the methodological straight- 
jacket of working only with a finite number of punch-cards of observed 
price-quantity data, derived from a regularly concave preference field, 
we shall never be able definitely to identify two situations (qi, . . ., gh) 
and (qj, . . ., g;) that are indifferent.2 Therefore, the Hicks type of 
demonstration would have to be modified to meet the present conditions 
on the data. 

My own methodological position is an eclectic one. I think it 
important to know what one can and cannot constructively accomplish 
with a finite set of data. But I see no reason in principle to eschew 
the use of constructions that involve indifference between various 
situations. And I should certainly say “‘So much the worse for the 
narrow version of revealed preference and for the methodological 
straight-jacket of working with a finite set of observable (p, q) data” 
if (1) the Fundamental Theorem (that positive income-elasticity implies 
negative price-elasticity) became a casualty of the approach or if (2) 
its derivation became indirect, tedious, and inelegant.® 

But fortunately that is not at all the case. It is the simple purpose 
of this note to show that within the framework of the narrowest version 
of revealed preference the important Fundamental Theorem, stated 
above, can be directly demonstrated (a) in commonsense words, (5) 
by geometrical argument, (c) by general analytic proof. 


1See also Richard Stone, The Réle of Measurement in Economics, p. 17; my 
Foundations of Economic Analysis, pp. 69, 74. 

2 The cited works of Houthakker, Little, and myself show that revealed preference 
theory in its narrow sense can identify regular situations that are indifferent only 
by an infinite sequence of comparison points. 

3 A programme of remaining as far as is possible within the realm of a finite 
number of observations and deriving whatever true theorems we can is reminiscent 
of the views of the intuitionist school in mathematics. According to Kronecker, 
Brouwer, Weyl, and others of this school, an object exists only if we can give a 
method for constructing it. This serves to rule out many of the tempting extensions 
to infinite sets of the properties of finite sets, and seriously damages much of 
the body of accepted mathematics. The methodological issues are very deep, 
and recent work of Gédel and others on the impossibility of proving the consis- 
tency of a logical system from within itself have raised questions as to whether 
the Brouwer-established structures are “‘ safer’ than other parts of mathematics. 
See E. T. Bell, Men of Mathematics (New York, 1937), Paul Rosenbloom, Elements 
of Math. Logic (New York, 1950). The methodological issues involved in revealed 
preference are much less serious, and I should favour remaining within a narrow 
framework only for preliminary exploratory purposes—to see how far we can 
go; and when we have reached the limits of this approach, I should gladly relax it 
and go on to others. There is no reason to confine our consumer to choices 
of the form Xp1g</'; a binary choice between any (q") or (q*) is often legitimate, 
and this takes us to the traditional theory of ordinal preference, which is the broad 


version of revealed preference. 
AI 
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TII—LITERARY DEMONSTRATION AND GEOMETRICAL DEMONSTRATION 


Suppose we increase to a consumer the price of tea alone and let 
him move to his new equilibrium in two stages. At the first stage we 
agree to give him enough extra money income to make it possible for 
him to continue buying exactly the same quantities of all goods. At 
worst he can choose to leave his consumption of tea and everything 
else unchanged and end up no worse off than before. In all likelihood 


82 


Other Good 


Tea 
Fic. 1 


The moveialong the price-consumption curve from 1 to 2 can be broken down 
into : (a) the “‘ overcompensation effect’ from 1 to 3, generated by pivoting a 
budget line through 1 until parallel with the budget line through 2 ; plus (6) the 
** income effect ’’ along an Engel’s curve from 3 to 2. If tea is a non-inferior good, 
2 must lie to the west of 3 ; since 3 must be as good as 1, it cannot lie within 1’s 
ae of choice, and must therefore lie to the west of 1. Hence, 2 lies west of 1. 


he can in fact better himself by buying less of the now relatively dear 
tea, switching his purchases to more of other goods. In no case can 
it pay him now to buy more tea than before ; for if it were to pay now, 
it would certainly have more than paid to have made the switch when 
tea was less dear. So we know that at the end of the first stage he has 
—if anything—cut down on physical tea consumption. 

Now in the second stage we leave tea relatively dear, but we take 
away from him the gift of extra income, leaving him in the end with 
only his original money income. Certainly, if tea is not an inferior 


aL. 
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good, cutting money income must never cause the consumer to buy 
more tea. So in the second stage, the consumer—if anything—again 
cuts down on physical tea consumption. 

Combining the two stages, which is what we do when we increase 
the tea price alone while leaving income and all other prices constant, 
we find that tea consumption is debarred from rising—and for both 
of the reasons given in the two stages. 

This completes the proof. Note that the second stage can legitimately 
be treated as a (real and money) “ income effect’. But the first stage 
cannot literally be treated as a “ substitution effect ’’, if we understand 
by this term the usual convention that the consumer undergoes no 
change in well-being. Any mandatory finite substitutions in the first 
stage can be expected to make the consumer definitely better off, shifting 
him to a higher indifference curve. Indeed, from the present standpoint 
of narrowest revealed preference, it is an absolute advantage that 
the consumer is not constrained to remain on the same level of indif- 
ference, since that is a requirement so hard to verify by price-quantity 
observations alone. We might dramatise this fact by replacing the 
words “ substitution effect”’ with the more accurate description of 
the first stage—‘‘ overcompensation effect ”. (To be sure, the magnitude 
of this gain is of a higher order of infinitesimal and for smooth contours 
will become vanishingly small relative to the shrinking size of the 
change in price. If we made our finite increase in price take place in 
many small steps, and after each such step made the needed over- 
compensation of income, then it can be shown that in the limit as the 
size of each step shrinks to zero we should approach movement along 
the indifference surface itself.) 

It may be left to the reader to verify that in the case of a seller of an 
inferior good, we can similarly infer that raising its price will 
never reduce its quantity supplied. The legitimate possibility of a 
backward-bending or a forward-rising supply curve for a non-inferior 
good can also be verified. For a good on the verge of being bought or 
sold, we can deduce the desired Marshallian negative price effect. 
We can also easily verify that all arguments are fully applicable to the 
change in expenditure on a Hicksian composite commodity whose 
prices are constrained to all change in the same proportion. 

The diagram on page 4 gives a self-contained geometrical proof of 
the fundamental theorems. 


IV—ANALYTIC PROOF IN GENERAL CASE 


An analytic proof for any number of goods proceeds as follows. 
Write situation 1 as (qi, . . .. Gis Di»- - +» Pts = Zp'q") or (g', p', 7). 


1 For the above arguments we have no need to make any continuity assumptions. 
Units of goods, price quotations, money income may all be discrete ; the man 
may find it difficult or impossible to spend all his money, and there may be no 
two batches of goods that are precisely indifferent ! The only assumption is that 
availability of more money income cannot make a man worse off. 
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Write 2 as (q?, p?, 2=I") where pj> p; and all other p’s are equal. 
Write 3 as (g?, p?=p’, [?=Xp*q') so that it has the prices of 2 and 
enough income to buy (qg'). In short 
(2) Xp gr= Xp'q' = Xpiq' = Xp*q’ = Xp*q", 
where the equalities follow from our assumptions about incomes and 
the inequalities from our assumption that one price alone has definitely 
been increased and all q’s are positive. 

If the first good is debarred from being an inferior good, we see that 
by definition 

2p’qe=Xp*q? implies gi2qi (A). 

Of course 1 can never be revealed to be better than 3, or this would 
contradict the latter’s definition ; hence, from the Weak Axiom (1), 


(3) 2p?q?= 2p’q' implies 2p'g?=2p'q' ; 

these last two relations by addition give 

(4) Z (pp) (q*- q)=(pi - Pi) Gi-q)+0+ ... +050, 
or gi=q (B). 


Now adding (A) and (B) gives our desired result,? gj =qi. 


V—UNDERCOMPENSATED CHANGES 


The above literary, graphical, and analytic proofs are fully applicable 
to a decrease of prices as well as to an increase. For a price drop, the 
reader can easily prove the Fundamental Theorem by proceeding from 
point 2 to point 1 via (a) an overcompensated decrease in price in which 
income is taken away from him until he is left with enough to buy 
(q”), and (5) via a restoration of the income which moves him eastward 
along the Engel’s curve through 1. 

However, our sense of symmetry suggests that we can say even 
more than all this. We should be able to duplicate all of our proofs 
for the case of overcompensated changes by considering the related 
case of “ undercompensated”’ changes. To define an undercom- 
pensated change, we raise the price of tea but then give the consumer 
enough extra income until he is buying at the new prices “‘ a batch of 
goods that he could just barely have afforded to buy with his original 
income at the original prices”. In graphical terms, our man moves 
from | in Fig. 1 to the point (which the reader can pencil in with the 
label 4) where 2’s Engel’s curve intersects with 1’s budget line. Obviously, 
this undercompensated change takes him to a new intermediate 
point that can never be better than the original point. Why not? 
Because by definition, this point could have been bought in preference 
to 1, but it was not. The reader can easily prove that tea must go 

1 If a set of p’s had all changed in the same proportion, and if the expenditure 
on the goods in question was debarred by hypothesis of non-inferiority from 
moving opposite to money income, we could have used a similar proof to show 
the necessity of negative price elasticity of such a Hicksian composite commodity, 


Also, I might mention that J1> pq, as in the case where we can’t spend all 
our money, would be admissible. 
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down in such an undercompensated change; i.e. 4 must lie to the 
west of 1. Hence, all the previous arguments are applicable.’ 

Anyone familiar with the theory of economic index numbers of the 
general Pigou-Staehle type will realise the dual rdle that the Laspeyre 
and Paasche index numbers play as upper and lower bounds. Hence, 
it will come as no surprise that running parallel with the case of over- 
compensation is a dual case of undercompensation. ‘The former has 
certain trifling advantages over the latter, and for the sake of brevity 
I have given more attention to the case of overcompensation. 


VI—MEASURING COMPLEMENTARITY IN TERMS OF OVERCOMPENSATION 


This finishes the main task of this note. I shall conclude by asserting 
briefly some related considerations. 


1. The cross-effect upon one good of a small overcompensated (or 
undercompensated) change in the price of another good can provide 
a measure of complementarity and substitutability that has many of 
the properties of the Slutsky-Schultz-Hicks definition, and which 
approaches the latter in the limit as the changes become small.? (E.g. 
on this same definition if tea is locally a substitute for coffee, coffee 
must locally be a substitute for tea ; for all goods, substitutability 
must outweigh complementarity, so that with two goods, only local 
substitutes are possible, etc.) 


2. The mathematical conditions of integrability? can be expounded 
in terms of overcompensated (or undercompensated) changes. Define 
the overcompensated demand locus 


(5) g=D\(p1, ++ +9 Dns 2Dx g)=F(p,, she ies Pr) 

where (q°) refers to any given point D(p°, J°). This represents a so-called 
** offer locus ” which is tangential to the indifference surface at (q°), 
lying outside it everywhere else. At (p°, q°), integrability conditions 
must be satisfied. 


OF (2, « « » p2)_ OF p?, - « PS) 
© CNP Pel Pe 


Cpl ds tS. 71). 
Op; OD; 
1 Analytically, we go from (p1, g', 7) to (p?, q?, 12=P) via (p*=p?, q?, I*) where 
I* is just large enough to make 2ptq*= 2p'q'. Using the fact that one price 
alone changes and the Weak Axiom, the reader should be able to prove qgiS<q}. 
2 Overcompensated measures of complementarity have no particular advantages 
other than identifiability over ordinary substitutional definitions based on indif- 
ference. The overcompensated measure has one possible disadvantage : for 
finite changes in price that are large enough, it differs from the conventional 
measure by an “income term” that is always plus for superior goods and 
opposite for inferior goods ; for large price changes, this term normally works 
in the direction of substitutability rather than complementarity, even in the case 
where the usual Slutsky-Schultz-Hicks definition gives unchanging testimony 
for small and large price changes. The undercompensated measure will have 
opposite ‘‘ bias”, their mean a “ bias ” that is a higher order of infinitesimal. 
3 See integrability article cited at the end of the first footnote, especially 
Figure 3, p. 366, in Economica, November, 1950. 
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For if they are not, it can be shown that the “ indifference contours ” 
on the surface of this offer locus will be spirals converging on (q°) 
rather than closed contours surrounding it, and we shall then always 
be able to find a chain of points contradicting the Houthakker Strong 
Axiom : i.e., we can find point A revealed to be better than B, which 
is revealed to be better than C, . . ., which is revealed to be better 
than Z, and then get the strange result that Z is revealed to be better 
than A, which has thereby indirectly been revealed to be better than 
itself. 

Assuming smoothness, we can prove that the finite relations 


© Cae) 


should be more and more closely realised as the size of the over- 
compensated changes in each indicated single price becomes smaller 
and smaller.! 

It has been demonstrated that the Strong Axiom exhausts the content 
of the regular theory of consumer’s behaviour. An equivalent formu- 
lation would be the following requirements on the substitution or over- 
compensation matrix : (1) it must be symmetric and (2) it must be 
a negative semi-definite matrix, so that every linear composite good 
has an own-price term that is negative. 

Within the narrow framework of relations refutable by a finite 
number of price-quantity observations, this last result is not entirely 
satisfactory. Without introducing approximations, or explicit assump- 
tions about the magnitude of higher derivatives, we can never be 
certain that we have detected a large enough discrepancy to refute 
integrability. Why not? Because we can never be sure that taking still 
smaller changes in prices will not lower the discrepancy. In practice, 
most of us will be willing to settle for approximate inferences, faute 


1 This can be seen by writing utility as a function of the overcompensating 
changes in prices or U=U(qi,.. .)=U(F'(pi, .. ., Da), .- )=V(pi, . . ., Pn) with 
[@V( pi, . . -» Pn)/Op;] proportional to (q,-g?) and vanishing at p,=p?. Hence, at 
Pe, [2(q,~-9°)/6p;] is proportional to [0°V(p%y.. . ., p8)/@p,4p;], which is symmetric ; 
this last matrix is also negative semi-definite because the price ratios at (p°) give 
the lowest utility possible. Professor Hicks in the cited lecture has given 
an elegant generalisation of (6)’ that holds in the limit for any three near-by 
points on the same indifference contour. 

To handle the case of undercompensation, note that around any initial point, 
g,=D'(p{, .. -, Pn, 1°), we can solve the implicit set of equations 


%=D'(pr ED) Pn; X) 


for gi= f'(pi, ..., Dn) and X= X (pi, ..., Pn); then it can be shown that 
for U = U(@q, . .)= U(f4, . - -.)= Wpi - - + Pn), [Of(pt, . ~ ., pa)/ops] 
= [0?W/dpiep;] is symmetric, and negative semi-definite by virtue of the fact 
that the price r-tios at (p°) maximise U or W. 

It can be shown that taking a mean of overcompensated and undercom- 


1 
pensated changes—as e.g. 5 [f(P1, ++ +5 Dn) +F(~i, -~ ., pn)]—gives a change 


that agrees locally around (p°) with an indifference change up to derivatives 
of still higher order: such a locus osculates the indifference surface so as to 
have not only the same slope but also the same curvature. 
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de mieux. But if we wish (p, g) data to provide an exact refutation, we 
must fall back on the search for a finite chain contradicting the Strong 
Axiom of revealed preferences ; thanks to the work of Houthakker, 
Wold, Ville, and others, we know that every non-integrable preference 
field will display such a contradiction to the investigator who is patient 
enough to take enough observations close enough together. 

But how many observations is “enough” and how close is “ close 
enough’? For a long time I have been trying to find a theorem 
stating the minimum number of situations that will serve to refute a 
non-integrable preference field in n dimensions. I have had no success. 
If my confidence in my powers were greater, I should be tempted to 
conjecture that the needed number cannot be specified in advance but 
will depend upon the magnitude of higher partial derivatives. Light 
on this open question would be welcome. 


M.1.T., Cambridge, U.S.A. 
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The Decline of Pawnbroking’ 
By A. L. MINKES 


I 


The pawnbroking trade has played a great part in the lives of very 
many people in the large cities and industrial districts of Great Britain. 
The number of pawnshops grew throughout the nineteenth and early 
twentieth centuries, reaching a peak in 1913/14.2 Considerable 
incomes were made in small shops on the pawnbroking part of the 
business as distinct from the retailing of new goods. In the past forty 
years the trade has considerably decreased in importance. The 
changes in economic climate and popular habit which have brought 
about a radical alteration in the sources of small credit used by the 
poor are not without interest for the economist.’ 


II 


The origins of pawnbroking lie in antiquity. The first Statute 
expressly relating to the trade in England (beginning with London), 
was enacted in 12854 and there was much subsequent legislation. It 
became increasingly comprehensive.® The Statutes governing present- 
day pawnbroking are the Acts of 1872 and 1922. 

It may be seen that the pawnbroking trade has been subject to 
statutory regulation for a very long time even in periods which were 
otherwise relatively free from control of private business. In his cele- 
brated discussion of usury, when disputing the usefulness of regulating 
interest rates, Bentham treats pawnbroking as a limiting case. “If 
there be a case,” he remarks, “in which the allowing of extraordinary 
interest is attended with more danger than another, it must be this.’’6 


1The author, while accepting full responsibility for this paper, wishes to 
acknowledge the information and advice which he has received from H. Clompus. 
R. R. Land of the Economics Research Division of the London School of Economics 
compiled most of the statistics of licences and made a number of valuable 
suggestions. The author is also indebted to the Division for a grant of expenses 
to cover visits to several towns in order to discuss the economic problems of the 
trade with members of it. They were most willing to describe their experience 
in pawnbroking and to give all the information they could. 

* All references, unless otherwise stated, are to the total for England, Wales and 
Scotland. 

8 As will be seen later, it is not implied that pawnbroking is solely concerned 
with the provision of very small credits though a very substantial proportion of the 
trade is so concerned. 

4 Statuta Civitatis LONDON’: 13 Edw. 1, St. 5 in The Statutes at Large, Vol. 10, 
1786, “Index from Magna Charta to 25 Geo 3”: Appendix, pages 12-13. 

° For brief discussions of some of the legislation, see, for example, F. Turner, 
Contraet of Pawn, Second Edition, 1883, and A. Hardaker, A Brief History of 
Pawnbroking, 1892. 

6 J. Bentham, Defence of Usury. 3rd Edition, 1816. Letter VIII: ‘“ Virtual 
Usury Allowed.” Pp. 78-80. 
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Bentham goes on to argue that this is so because of the poor and 
simple people with whom the pawnbroker deals. He holds, however, 
that the protection afforded by regulated interest rates is irrelevant 
since the level of profits will be governed, as in other trades, by 
competition within the trade. 

Bentham’s treatment of pawnbroking as a special case is but a pale 
reflection of the undercurrent of hostility which influenced the legisla- 
tion affecting the trade. In the early days of such legislation, in 1604, 
the Act was entitled “An Act Against Brokers”. The Act of 1800 
enabled the informer to thrive on the pains and penalties to which 
the pawnbroker was made subject.2, Attacks on the trade to the 
extent of proposing that it be abolished have also been known. One 
of these attacks provoked a remarkable paper by a pawnbroker in 
1744.3 It is remarkable, independently of the validity of the conten- 
tions, for the forcefulness and lucidity with which they are formulated. 
Many years later, another pawnbroker wrote, “‘ Who ever heard of 
the interests of a pawnbroker being protected, or his losses calling forth 
a, regret.7 °° 

There is another side to the matter. The dependence of the lower- 
income groups in the eighteenth and nineteenth centuries on the pawn- 
shop imposed on them the strain of an ever renewed indebtedness. 
Poverty and shiftlessness were not the creation of the pawnbroker, 
but his existence was a refuge for both (though this implies no reason 
why he should not exist). But it has never been only the poor who 
pledge and as will be seen below it is not so nowadays. ‘“‘ Can anyone, 
who knows anything of the world, be insensible of the many difficulties 
master-workmen of all sorts are plunged into, by being disappointed 
of their moneys when due ; and having, at the same time, journeymen 
to pay, who cannot be put off without their wages, or perhaps the want 
of a present supply for their family occasions ? Can any one be ignorant 
of the distress which working people are exposed to, from unforeseen 
accidents, sickness, and the like? How often from such causes, 
their goods are liable to be seized for rent, by a needy or merciless 
landlord ; or their persons, by an impatient creditor? How 


1 This is not to imply anything about Bentham’s views on the pawnbroking trade. 

2 A. Hardaker, op. cit. passim. 

3 An Apology for the Business of Pawn-Broking. By a Pawn-Broker, 1744. 
A select collection of scarce and valuable economical tracts. Miscellaneous tracts. 
1859. Reprinted by Lord Overstone. Ina preface to the volume, J. R. McCulloch 
refers to the paper as “an able, and, in most respects, a conclusive tract” (pp. 
xi-xii. The pawnbroker remarks ‘‘ That as some parts of the following argument 
do admit of proof by figures, we shall, in those places, appeal to our reader’s skill 
in arithmetic, which, surely, no force of prejudice (unless it should rise up to 
phrensy, or fanaticism) will be able to destroy. But, as to those particulars, that 
do not admit of figurative or mathematical demonstration, our reader must be 
content with arguments drawn from facts, probability, and analogy” (p. 109). 
The anonymous author’s confidence in arithmetic was perhaps excessive, but the 
method was very sound. 

4 Truths from a Pawnbroker. Meliora: or, Better Times to Come, edited 
by Viscount Ingestre (Talbot, C. J. C.) 19th Earl of Shrewsbury, 2nd edition 
revised, 1852, p. 282. 
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often are even gentlemen disappointed of their rents when due? 
Sometimes engaged in tedious and expensive law or chancery- 
suits... . 72 


Ill 


A pawnbroker advances sums of money, not exceeding £10 in a single 
transaction, on the security of goods or chattels. A contract of loan 
for over £10 falls outside the provisions of the legislation relating to 
pawnbroking but is within the scope of the Moneylenders Acts of 1900 
and 1927. A separate licence is required for each pawnshop. The 
number of pawnbrokers who also hold a moneylender’s licence may 
be a substantial minority of the total. 

The.charges a pawnbroker may make for monies advanced and the 
conditions attached to resale of unredeemed articles are regulated by 
law. According to the Act of 1872, on loans up to £2 he may charge, 
as what it terms his profit on the loan, an interest of one-halfpenny 
in two shillings or any fraction of two shillings per month,? i.e. a mini- 
mum of just over 2 per cent. per month or 25 per cent. per annum. 
For loans over £2 the rate is on two shillings and sixpence or any 
fraction of two shillings and sixpence, i.e. percentages of 1% and 20. 
The pawnbroker is also permitted to charge a ticket fee which amounts 
to one-halfpenny up to ten shillings and one penny above that. The 
Act of 1922 which relates to loans not exceeding £2 gave him the further 
right to charge what pawnbrokers call a valuation fee of one-halfpenny 
in every five shillings or fraction of five shillings of the sum advanced. 
Interest is payable on redemption of the article pledged or on renewal 
of the pledge if it has run the maximum permitted period of twelve 
months and seven days. The ticket and valuation fees are deducted 
when the loan is made. The Act of 1872 provides that for loans above 
£2, the pawnbroker may make a special contract with his client ; the 
interest ticket and charge, the storage’fee which may be added, 
and the period, subject to a minimum of three months, are fixed by 
agreement. 

An article on which up to ten shillings has been lent and which is not 
redeemed within the statutory period, or on which the pledge is not 
renewed by payment of interest, becomes the outright property of the 
pawnbroker. An article which has been deposited for more than ten 
shillings may only be sold at public auction and is redeemable until the 
date of sale. For a period of three years after disposal at auction, 
the holder of the pawn-ticket may claim any profit on the sale in 
excess of the sum loaned plus accumulated interest and auction costs 
due to the pawnbroker. He may inspect the pawnbroker’s books 
for this purpose on payment of one penny. If, within twelve months 


t An Apology for the Business of Pawnbroking. Op. cit., pp. 135-6. 

* Interest is charged for a full month on any part of the first month. Sub- 
sequently, any unexpired portion of a month up to fourteen days is reckoned as 
half a whole month and over that as a whole month. 
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before or after the date of sale, the pawnbroker has incurred losses 
in auctioning any other articles pledged by the same individual, he 
may set them off against any surplus. The pawnbroker will 
normally put a reserve price on any good sent to auction and if 
this is not reached, will buy it in himself. It will be entered in his 
books at his “ buying-in”’ price which will be his own bid for it at the 
auction. 

It is very difficult to demarcate exactly the several types of pawn- 
broking. The two main kinds are known in the trade as city and 
industrial pawnbroking. The former is concerned with watches, 
jewellery and plate, the latter with clothing and bedding. This 
is not an exhaustive list of the great variety of articles which 
may be offered in pledge but is a good broad classification of 
pawnbroking. 

The bulk of pawnbroking establishments, amounting to perhaps 
between 60 and 75 per cent., are industrial. By this is meant that up 
to three-quarters or even more of the sums which they advance are lent 
on napery and drapery and about a quarter on other types of goods. 
A considerable number of the establishments in this group are small 
shops such as are commonly thought to be especially representative 
of pawnbroking. Others have a more highly developed sales trade 
which has grown independently of the pawnbroking trade and of the 
sales of second-hand and forfeited articles. A relatively few establish- 
ments are entirely city in type and a more considerable number engage 
in a mixed trade in which jewellery has a substantial share. The 
greater the proportion of jewellery among the pledges, the greater the 
total amount loaned during the year for any given number of pledges 
since the typical individual loan is higher than in industrial pawnbroking. 

For the great majority of industrial articles taken in by the pawn- 
broker, the sum advanced does not exceed £2 and is usually less. 
The average loan is between ten and fifteen shillings ; the modal figure 
is often in that range. A substantial proportion of the non-industrial 
goods yields advances of up to £10 and many pawnbrokers doing a 
considerable jewellery trade are licensed only to that limit. In the 
high-grade city trade, especially, loans of larger sums are made and a 
moneylender’s licence is necessary. 

Over a substantial proportion of the trade, especially in industrial 
pawnbroking, competition does not appear to be severe. There does 
not seem to be any bidding up of pledge values, which would be the 
way in which competition would reveal itself with maximum interest 
and other charges. A large part of a pawnbroker’s pledge trade comes 
from regular customers who pawn elsewhere only when their usual 
shop goes out of business. A convenient location reduces the customer’s 
transport expenses, and on the other hand habitual attachment may 
overcome the disadvantage of distance. The anonymous pawnbroker 
of 1744 refers especially to the effect of competition on raising the size 
of the individual loan. It seems improbable that this matters greatly 
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nowadays except in some cases where shops are close together or a 
substantial high-value pledge trade, or an important occasional trade 
are carried on. The typical advance is largely governed by the class 
of business being done. But unless the volume of trade is very 
large there is the disadvantage of lending very small individual amounts 
since with maximum charges and a high rate of redemption the gross 
profit would be reduced because of the lower total amount being lent. 

In considering the gross and net profit margins, the pawnbroking 
trade will be taken to include the following earnings : interest on money 
lent, ticket and valuation fees, and profit (or loss) on forfeited goods. 

There are cases of loss, but though there is some risk involved, it 
does not appear to be very great. This suggests that the margin be- 
tween the amount loaned on an article and its second-hand value is 
large enough to allow for price movements between the time of pledging 
and of sale as a forfeit. It also indicates that over a great range of the 
trade, competition is relatively mild but it also pays some tribute to 
good judgment. When a pawnbroker makes a loan, he has to take 
into account, apart from earning interest, what the good is likely to 
fetch twelve months hence. In industrial pawnbroking, and probably 
as a general rule, a pawnbroker will tend to advance between two- 
thirds and three-quarters of the sum he would pay for the good if he 
were to buy it as second-hand from the customer. This means 
perhaps one-half to sixty per cent. of the final retail price at which he 
would hope to resell the good. It is impossible to be precise about 
this as it depends very much on the good and on the pawnbroker’s 
estimate of the likelihood of its being redeemed, or the ease with 
which he thinks it will be possible to sell it, if, as pawnbrokers -say, 
*““it comes out of pledge” as a forfeit. In certain cases, such as 
jewellery and watches, the pawnbroker will lend on the basis of a 
figure net of purchase tax. 

The gross profit rate on turnover as measured on total money lent 
during the year hardly ever exceeds about 7 per cent. and is usually 
rather less. The net profit is hardly likely to exceed one-half this figure 
though in many cases in small pawnshops where the staff is family, 
this is not so significant a point. The gross margin on loan outstanding 
at any time is likely to be between 30 per cent. and 50 per cent., which is 
probably below the typical figure for the retail drapery trade. The 
figure given here for the gross profit margin may well be too low for 
some shops and too high for others. The impression that it takes the 
rough with the smooth, being perhaps an over-generous estimate, is 
confirmed by information published in the trade journal.1 


1 The Pawnbrokers’ Gazette and Trade Circular. August 6th, 1949, p. 284. 
The following passages occur in replies given by the National Pawnbrokers’ 
Association to correspondence from a member of a committee of the Department 
of Applied Economics at Cambridge. In reply to Question 5: ‘“‘ Is there a con- 
ventional percentage profit, i.e., rate of interest on the lending of money, when 
the pledge is redeemed, and profit on sale, when the pledge is not redeemed ? ” 
it was stated: “... the gross profit works out between 4 and 6 per cent. on 
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The fact that the gross profit margin tends to be small suggests that 
the major condition of substantial profits in industrial pawnbroking 
is that the number of pledges during a period should be very large. 
This follows from the high rate of redemption of goods and the low value 
of the typical loan. 

In the very small industrial establishments, the sales trade consists 
primarily of second-hand (often unredeemed) goods and sales of new 
clothing and drapery. This is quite different from the independent 
retail trade departments which have been built up by some industrial 
pawnbrokers whose strictly pawnbroking trade may be no larger than 
that of the small shop. Such a retail trade may extend to all kinds of 
goods, including household soft furnishings and even furniture. Some 
pawnbrokers consider that they have an advantage in maintaining 
their pawnbroking activity because it attaches to them a clientele. 
The greater the development of the independent retail trade the less 
important does it become to retain the pawnbroking trade which is in 
any event declining mainly in the industrial goods. Pawnbrokers who 
take in a high proportion of jewellery and other valuables as pledges 
are able to maintain, sometimes in addition to a trade in soft goods, 
a substantial trade in new and second-hand jewellery and plate. The 
larger city pawnbrokers deal almost entirely or exclusively in such goods, 
which very commonly are under no disadvantage in being sold as second- 
hand. It may very well be an advantage in a great number of cases. 
A further point is the extraordinary heterogeneity of new and unre- 
deemed goods which are sold by many pawnbrokers—binoculars, 
cutlery, fountain pens, watches and clocks, shopping-bags, umbrellas. 
Some pawnbrokers have what is known as an “in-and-out ”’ sales 
department, which resembles a bazaar to some éxtent. 

It has already been noted in this paper that pawnbroking drew and 
still does draw its consumers from very different groups of people. 
There is a reference in the nineteenth century, for example, to small 
tradesmen using the. pawnshop to meet unavoidable expenses. The 
instance has already been cited of gentlemen in want of ready cash 
whilst engaged in lawsuits or chancery. It is natural, however, that the 
main force in pawnbroking, especially in the past, has lain in the poor 
industrial districts amidst the working people and especially amidst 
the least prosperous. There the twin powers of need and habit, 
abetted by convenience, succeeded in establishing a traditional nexus 
between the pawnshop and the customer. Many people were obliged 
to pledge their goods in order to meet immediate needs, such as rent 
and other fixed commitments, or to tide themselves over periods of 


turnover, according to the various classes of the trade”. In reply to two other 
questions, it was stated that about 1935 approximately 50 per cent. of the income 
of pawnbrokers was derived from pawnbroking as distinct from pure retailing, 
that there was a decline during the war but that subsequently the proportion might 
have increased to about 60 per cent. It was added that the volume of trade in 
1935 had been much greater than in 1949 but that “ owing to increased values 
the turnover was much about the same ”’. 
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sickness. Others pledged and went on doing so even when they 
might have avoided it, because they were unable to live in other terms. 
The loan, in a period of rapid turnover of pledges, was an advance on 
the weekly wage, a cycle of continuous re-mortgaging, a recurring 
overdraft. Although pawnbroking has greatly declined the phenomena 
which are described here have far from disappeared. Some pawn- 
brokers refer to themselves, indeed, as “the poor man’s banker” 
to indicate that they consider themselves the equivalent of a bank to 
those without other means of obtaining an overdraft.t 

The reasons of convenience may occasionally be the relatively 
trivial ones of lack of petty money while some distance from home or 
of raising money on valuables stored while people are away from home. 
They may be more deep-rooted ; the nearby presence of the pawn- 
broker may make it more difficult to resist the temptation to purchase 
some article which would not be bought if the cost had to be met out 
of current resources. The problem is different again in city pawn- 
broking. 

The pawnbroking trade has been to some extent an hereditary trade 
as far as the pawnbroker is concerned.? It was certainly so among 
the pawnbroker’s customers. In the past, the industrial pawnbroker 
saw the succeeding generations following faithfully in each other’s 
footsteps to his threshold. No relationship between bank manager 
and client was more intimate than that between pawnbroker and 
borrower. In this regular connection has lain the basis of the weekly 
pledging trade which has been a fundamental constituent of profit- 
making in pawnbroking and the decrease in which, as will be seen 
below, has radically changed the situation in the industrial trade. 


IV 


In the present section it is proposed to examine some of the 
conditions which are conducive to the success or failure of pawn- 
broking. 

Before 1913, it was characteristic for substantially the larger part of 
the pawnbroker’s profits to be yielded by this section of his trade. 
In the industrial trade, the bases of successful pawnbroking were very 
large numbers of pledges and a frequent turnover of pledges. It was 
quite usual for a pawnshop in that trade to be taking in at least 6,000 
to 8,000 pledges a month. The average individual loan was, like all 
other prices, very much lower than at the present time. A fairly high 
proportion of the number of goods pledged was redeemed, though 
perhaps a smaller proportion than at present. Redemption is now 


+ The great inroads which have been made into general poverty in successive 
generations have much altered its aspect and its magnitude. Another group said 
to be affected nowadays, for example, are the lower-paid black-coated employees 
who find that the monthly salary is exhausted before the end of the fourth week. 

2 See, for example, Charles Booth, Life and Labour of the People in London, 
Final Volume, 1903, pp. 81-82. 
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usually at least 90 per cent. of total pledging. The heavy pledging 
day in a period of rapid turnover of loans is Monday, followed by 
rather less on Tuesday. The heavy redemption trade is met on 
Friday and Saturday. 

It has sometimes been supposed that the most favourable climate 
for pawnbroking is a severe depression. This is not necessarily so and, 
in fact, if the depression is prolonged, is most unlikely to be the case. 
If unemployment is very heavy and incomes have accordingly fallen off 
sharply, there will, in the first instance, be a considerable increase in the 
volume of goods being pawned. This may continue for a fairly long 
time, as long, in fact, as people have goods to pledge. But while the 
pawner is thus forced to borrow, he is in no position to redeem the 
articles. The pawnbroker thus becomes increasingly illiquid through 
the accumulation of stocks of unredeemed goods,” and he cannot dis- 
pose of the goods until at least the statutory period of twelve months 
and seven days has elapsed. An absolute limit is set to the capacity 
to take in pledged goods by the amount of storage space. It is best 
to have this space in one set of premises and not at any distance in order 
conveniently to satisfy the requirement of redemption on demand. 
If the depression is very short, or if the run on lending is the result of a 
strike, matters will change as soon as the normal stream of earning 
begins to flow again. The depression is also likely to be a bad period 
for sales as is also the case in other trades. There are, however, three 
possible qualifications to the contention that the depression is a wholly 
unfavourable period for pawnbroking. The first is that the pawn- 
broker, with a custom built up by his lending and by his retailing of 
very cheap second-hand goods, may be less adversely affected than the 
ordinary retailer by the general decline in business. The second point 
is that although turnover of pledge money will have diminished, the 
rate of redemption will not have fallen to zero, so that interest and 
ticket and valuation fees earned will be making some contribution to 
overheads. The third is that as the volume of pledging increases, 
the amounts lent on particular articles will fall progressively. This is 
analogous to capital rationing by the banks with the value of the security 
for a loan increasing. When trade has recovered, the pawnbroker 
will have available for sale articles which have been acquired at very 
low prices. The consumer presumably becomes more eager to 
redeem the article as the loan falls further below what he could obtain 


1 See Booth, op. cit., pp. 87-88, for a reference to the late nineteenth century. 
“‘ The very poor (remarks a medical witness) never seem to buy new clothing. If 
they are given good things they pawn them and put on their old, dirty clothes again. 
There are enormous sales of clothing which has been pawned and not redeemed.” 

2 It is interesting to note that he goes on doing so at a time when in all other 
trades stocks are not being built up. 

3 Something of this sort may have helped some pawnbrokers during the recent 
war when pledging declined and consumer goods were scarce. The clothing 
pledged is frequently of very good quality, for example, new or almost new boots 
and shoes. This is especially so if, either the pledging is taking place in fairly good 
times, or if it succeeds good times. Changes in fashion may, however, adversely 
affect the pawnbroker by leaving him with stocks of old-fashioned goods. 
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for the article by direct sale. He will frequently be unable to do so, 
however, and in addition he may prefer to borrow in the hope that the 
good is not finally lost to him. 


Vv 


Various accounts were given during the nineteenth century of the 
number of licensed pawnbrokers. Blaize quotes, among other sources, 
an anonymous statement published in 1809 giving figures for 1798 of 
220 for London and 450 for the provinces.1_ According to Colquhoun, 
there were at about that time 213 pawnbrokers in London and its 
suburbs and 432 in the rest of England. 

The Parliamentary Paper No. 681, session 1830, gives the following 
statistics: % 

Number of pawnbroking licences: 


London Rest of England Total 
and Wales 

1825/26 269 na. 269 
1826/27 272 n.a. 272 
1827/28 281 n.a. 281 
1828/29 417 (427) 1,612 (1,602) 2,029 (2,029) 
1829/30 302 (342) 1,085 (1,045) 1,387 (1,387) 
1836 (350) (1,051) (1,401) 
1846 (361) (1,310) (1,671) 


There are annual figures available of the number of licences issued 
in England and Wales, and Scotland for the period 1848/49 to 1949/50.4 
It was 1,837 in 1848/49 and with a very few exceptions increased each 
year until 1913/14. The number grew by 79 per cent. to 3,390 in 
1869/70 and by 31 per cent. to 4,433 in 1889/90. Between 1889/90 
and 1913/14 there was a further increase of 15 per cent. Since 1913/14 
there has been an uninterrupted decline. 


1 A. Blaize, Des monts-de-piété et des banques de préts sur gage en France et 
dans les divers états de l'Europe, new edition, 1856, Vol. I, p. 433. 

2 P. Colquhoun, A Treatise on the Police of the Metropolis, 6th ed., 1800, p. 115 
footnote. 

3 An Account of the Number of Pawnbrokers, Parliamentary Papers, 1830, 
Vol. XXV. The figures in parentheses are given by A. Keeson in Monts-de-Piété 
and Pawnbroking, 1854, p. 317. In this period, there also existed a great many 
unlicensed pawnshops which advanced very small sums, perhaps a few pence, 
sometimes without taking an article in pledge, and which charged exorbitant rates 
of interest. They are termed variously ‘dolly shops,’ ‘‘ dolly shopkeepers,” 
“leaving shops,” ‘“‘ bundle shops,’ ‘‘ wee pawns,” ‘‘ sham pawnbrokers ’’. 
Keeson estimates that there were at least 500-600 “‘ leaving shops ” in the poorer 
districts of London (p. 330). 
ae on of the House of Commons, Vol. 54, 1872. No. 250 for the period 

Reports of the Commissioners of H.M. Inland Revenue from 1864/65 and later 
Reports of the Commissioners of H.M. Customs and Excise until 1949/50. The 
series was discontinued in 1950 when the issuing of licences was transferred from 
Customs and Excise to the local authorities. 
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Number of pawnbroking 
licences issued in Great 


Britain Index: 
1913/14= 100 
1913/14 5,087 100 
1916/17 4,821 95 
1917/18 4,648 91 
1921/22 4,302 85 
1924/25 4,045 80 
1928/29 3,702 73 
1932/33 3,264 64 
1935/36 2,981 59 
1939/40 2,581 51 
1940/41 2,469 50 
1941/42 2,256 44 
1945/46 1,932 38 
1949/50 1,654 32 


With few exceptions, the index fell at a steady annual rate of one or 
two points so that the proportionate decline from year to year has 
tended to increase. The national trend has persisted in the same 
fashion in the varying economic conditions which have existed during 
the period. The number of pawnbroking establishments in 1949/50 
was about the same as the number in the first half of the nineteenth 
century when the population was considerably less than half the 
present level. The fall since 1913/14 has been general throughout the 
country, but it has not been at a uniform rate in all cities. 


Percentage decline in number of pawnbroking licences issued in the 
country and in selected towns, 1937 or 1938-50 3 


Per cent. 
In the country as a whole ye 38 
Birmingham ... ee A 52 
Burnley .. ee os 3 78 
Carin ., os 9 ¥ fa 
Glasgow ne = x 62 
Liverpool es ore 53 oI 
London .. +6 = e, 40 
Sheffield and Rotherham 6 55 


These figures show the impact of the change in pawnbroking since 
1938 to be falling more heavily on some of the main industrial towns. 
London and Liverpool together account for about one-fifth of the 


1 Figures for the cities computed from material collated from Kelly’s trade 
directories. The base year for the country as a whole is 1938/39 and the end- 
year 1949/50. For Burnley, Cardiff and London it is 1937 and the end-year 
for Glasgow is 1951/52. The year in which the number of pawnshops was greatest 
was not the same in all the cities; it was between 1900 and 1913 except in Glasgow 
where the 1938 figure exceeds those for 1903 and 1913/14. In London the number 
was greatest in 1900; in 1937 it was slightly higher than in 1913. 
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total number of pawnbroking establishments, with Birmingham, 
Glasgow, and Sheffield and Rotherham contributing a further 13 per 
cent.1 The fall in the country as a whole has been cushioned by London 
and Liverpool, which are both large cities where a large heterogeneous 
trade is possible. There is some very large-scale pawnbroking in 
Liverpool of the industrial and non-industrial types. Liverpool is also 
in a less prosperous condition than the other industrial areas. 

The number of moneylenders’ licences issued between 1930/31 and 
1949/50 fell by 56 per cent. compared with 53 per cent. in pawnbroking. 
The corresponding figures for 1938-1950 were 41 and 38 per cent., 
respectively. At the lowest point, in 1944/45, the fall in moneylenders’ 
licences had been 44 per cent. A slight upward trend, except for 1948/49, 
set in and in the past few years the figures have changed very little. 
During the thirties, the trend was similar to pawnbroking except that 
in the early thirties the number of moneylenders’ licences fell very 
sharply (and still more sharply during the first years of the recent war). 
The rapidity of the decline in the early years of the nineteen-thirties 
suggests that perhaps moneylenders, lending on expectations and 
sometimes on relatively unsatisfactory security, are more credit- 
restrictionist than the banks, or were losing money on bad debts. 
This is, however, only a very tentative suggestion. 

The decline in the volume of pawnbroking trade has been offset 
to an important extent by the increase in the value of individual loans 
because of the general rise in prices. 

The minimum amount being loaned by an individual pawnshop is 
likely to be £5,000 in a year, with the average for industrial pawnbroking 
being nearer £10,000—£15,000. There are numbers lending more than 
this in wholly industrial pawnbroking but it is improbable that it 
exceeds £20,000 in more than a relatively few cases. In the mixed 
trade, in which lending on jewellery and other high-value goods amounts 
to as much as one-half the amounts loaned, the annual figure may be 
much more, up to, say, £50,000. In the city pawnbroking of the 
type described earlier, the annual loan may considerably exceed this 
figure of £50,000. All these figures refer to individual shops and not 
to pawnbrokers, who may own several shops.2, The minimum number 
of pledges in a week is probably about 200, with the more usual range 
in industrial pawnbroking being between 300 and 600. There are a 
number of pawnshops probably taking in as many as 800 pledges a week. 
The number of pledges held against loan at any one time in industrial 
pawnbroking may range from approximately 1,500 and upwards, 
representing a minimum value at loan prices of perhaps £1,200 and 
ranging considerably higher. 


1 Pawnbroking appears to be found mainly in towns and not in the country, 
but people from the country do go into the towns in order to pawn. The author 
has been informed, however, that pawnbroking existed in market towns and that 
its trade was seasonal in character. It appears to be negligible now. 

2 There appear to be no nation wide firms but there are a good many firms with 
several branches in one town or in an area. 
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Any attempt to estimate the volume of lending, the credit outstanding 
at any time, and the number of customers, is clearly a risky task. 
The estimates made here are based on impressions of limited evidence." 
It is estimated that the total amount being lent during the year by all 
classes of pawnbroking is in the region of £20 million. The amount 
of credit outstanding is estimated to be in the region of £2°5 million. 
The number of people using the services of pawnbrokers in a year may 
be as many as 400,000 with an average credit outstanding of about £6. 
On the assumption of an average family of four persons, the number 
of persons whose lives are directly or indirectly touched by pawnbroking 
amounts to about 3 per cent. of the population of Great Britain. 
The number of loans made during a year is estimated to be in the region 
of 25 million with about 3 million outstanding at any one time. 


vl 


The broad explanations of the decreased importance of pawnbroking 
are, on the demand side, the great extension of the scope of social 
policy, the maintenance of continued full employment, and changes 
in the opportunities and attitudes of consumers, and on the supply 
side the declining relative attractiveness of pawnbroking as an 
occupation. 

The growth of social service expenditure of various kinds, including 
family allowances, has provided resources previously not available to 
the same extent. These help to cover the lower-income groups over 
periods of sickness and interruptions to earning power. The effects 
of different forms of social expenditures will vary ; for example, old 
age pensions probably did not greatly affect pawnbrokers since many 
of the old people had few goods to pawn and were hardly able to redeem 
articles pledged. Family allowances probably did affect the trade, 
since they enabled the customer to tide over the week until the day when 
wages were received. Slum clearance and the general transfer of 
population to new housing estates at some distance from the pawnshops 
in the district reduced the convenience of frequent pledging and those 
who continued to pledge articles made the journey perhaps once a week 
instead of several times. 

The continued full employment and high wages and the growth of 
a younger generation to which unemployment is unknown have contri- 
buted to breaking the connection between customer and pawnshop. 

It is possible that the growth of multiple stores with relatively cheap 
clothing and other goods has contributed to the decline in the demand 
for the services of pawnbrokers. Hire-purchase trading may also have 


1 It has been possible, as a result of discussions with members of the trade to- 
gether with a few figures which appear in some of the sources cited above, to form 
some judgment of the average amounts loaned by different kinds of establishment, 
the average value of pledge, and the proportion of different types of shop to the 
total. On this basis, these estimates were attempted in order to arrive at some 
conception of the size of the trade. 


B 
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played some part, although credit-trading in various forms has existed 
for some considerable time. 

A fundamental change in consumer attitude has partly conditioned 
the decline of pawnbroking, namely, the hardening of feeling in the 
younger generation. This is expressed in a break in habitual pawning 
because of an unwillingness to follow in the path of previous genera- 
tions. 
The arduousness of pawnbroking is especially great in the smaller 
industrial establishments. There is difficulty in recruiting staff 
because of distaste for the trade, and an acute shortage of experienced 
men. The expenses represented by wages, purchase of pawn-tickets 
(which are subject to a purchase-tax which cannot be passed. on to the 
consumer), and all general running expenses, have greatly risen in the 
past decades while the interest charges are still governed by old 
legislation. It seems that the returns in the trade do not compare well 
with what can be obtained in the retailing of new goods in drapery and 
kindred lines. 

The decline is not the result of a crop of failures ;. a bankruptcy is 
so rare as to be almost unknown. There is little or no new entry into 
the trade ; where new persons enter as pawnbrokers, they will usually 
if not always be inheriting the business, or will have taken over from an 
existing pawnbroker after having had experience in the trade elsewhere 
as managers or assistants. Sometimes the pawnbroker allows. the 
pawning side of his business to lapse ; sometimes, firms close some of 
their branches. Often the business ends with the death or retirement 
of the existing pawnbroker. Where the turnover is large, there is point 
in continuing. Many pawnbrokers who have been established for a 
long time continue to earn a moderate and even quite comfortable 
livelihood. They are frequently not young enough to wish to venture 
into alternative fields and their opportunity cost is low because their 
existing assets are rather specific. In other cases, the pawnbroking 
continues because it already exists or because the old pawnbroker who 
made a good deal of money in the trade still attaches importance to 
his trade.1 

It is in industrial pawnbroking that the fall in numbers has been 
depleting the ranks of the trade. Within this group, the main casualties 
are among those where the proportion of industrial goods taken in is 
high, and in turn, this means that it is the smaller establishment which 
has been the most affected. The greater the importance of pawnbroking 


1 Statistics for Birmingham in Kelly’s directories of Birmingham show that up to 
1913 there was a sharp growth in the number of multiple in relation to single 
establishments. The relationship in 1950 is the same as it. was in 1938 but taking - 
the period 1921-1950 there has been a fall in the proportion of single establishments 
in the totalnumber. This tends to bear out the view that it is the smaller industrial 
pawnshop which has most declined. Its hold is nevertheless tenacious precisely 
for the reasons suggested above in the text. It is also possible that the figure 
for any single Black Country town understates the number of multiple shops, e.g., 
for one town, in one case, it was observed that what appeared to be a single- 
branch shop also had establishments in near-by towns. 
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compared with sales, in mainly industrial pawnbroking, the smaller, 
in general, has been the survival rate. The greater the development 
of high-value pledging, which means city as against industrial pawn- 
broking, the greater the possible profits and the rate of survival. The 
industrial pawnbroker with the best chance of carrying on at the existing 
level of charges, given the current volume of pledging, is the one who 
has developed a substantial pure retail trade. The larger the share of 
industrial goods in his pledge turnover, the less he can depend on being 
purely a pawnbroker, and the smaller the sales trade which the income 
level of the district permits, the more likely is his establishment to dis- 
appear. 


Vil 


There has been considerable discussion inside the trade about the 
situation in pawnbroking. Suggestions have been made that there is 
a case for revision of permitted charges so as to enable the industrial 
pawnbroker to earn a gross trading profit which would compare more 
favourably with the profits which might be expected from pure retailing. 
There may be some substance in the argument that custom would be 
retained if charges were higher since the habitual pawner will have 
a relatively inelastic demand for the services of the pawnbroker. There 
seems little doubt that a large part of the decline in industrial pawn- 
broking has been due to a fall in demand,! but it is possible that the 
decline has gone further than it would have gone on this ground alone. 
It is not the object of this paper to discuss the manifold implications of 
this situation, many of which are outside the province of the economist. 
It remains only to add that in present conditions, city pawnbroking 
and the mixed trade with a substantial proportion of high-value pledges 
have a strong basis but that industrial pawnbroking as such does not 
share it. A change in economic conditions, an impulse of disinflation, 
might arrest the decline in numbers but this is the most that might 
be expected. Even this is a doubful prospect. 


The London School of Economics. 


1 Even allowing for the fact that some pawnbrokers restrict their volume of 
pledging because of staff shortages and other difficulties, 
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The Origins of Cheap Money, 1931-2! 


By EpDwarpD NEVIN 


I 


Any study of the British cheap money policy must obviously begin 
with a definition of the term ‘ cheap money’. This is impossible in any 
absolute sense, since the term is essentially and necessarily comparative. 
It can refer only to a structure of interest rates possessing a basis lower 
than either what is considered ‘ natural’ or ‘ right "—standards which 
are in themselves not easily defined—or, more commonly, lower than 
that which has existed over a fairly substantial period in the recent past. 
The phrase is used in its second sense in what follows referring to the 
means adopted by the monetary authorities in 1932 to achieve and 
maintain a level of interest rates lower than that which had been usual 
in the years prior to 1932. For practical purposes, this means the 
attainment of a gilt-edged rate of 34 per cent. or below; but this absolute 
measure cannot be applied in any rigid way. In the conditions of 1932, 
a gilt-edged rate of 34 per cent. was regarded as low primarily because 
the average rate during the preceding decade had been close to 5 per 
cent. After a period of many years during which the gilt-edged rate 
had remained around 24 per cent., a rate of 34 per cent. would obviously 
not be regarded as low; what is ‘cheap’ money is conditional upon 
the prevailing attitudes of the public, and these in turn are governed 
by what has come to be regarded as usual, and possibly by what is 
regarded as appropriate for the particular circumstances of the time. 
Views as to the cheapness or otherwise of money, as with other things, 
depend upon the relationship of its price to current demand as well 
as to previous prices. 

A policy of cheap money implies conscious operation on the part 
of the monetary authorities aimed at the achievement of low interest 
rates, as opposed to the case where interest rates are low as a result 
of changes which are attributable only incidentally and partially to 
government action. Interest rates may fall as a result of a lowered desire 
on the part of the public to hold wealth in the form of cash, possibly 
but not necessarily caused by a smaller requirement of cash as a result 
of falling output and prices. Government policies, or the lack of 
them, may well be responsible for this, and therefore for the low 
interest rates which follow. But the cheap money would be a by-product, 
whether desired or not, of a wider process and would not in itself 


1 * This article is a by-product of research carried out with the aid of a Houblon- 
Norman Fellowship; my thanks are therefore due to the Trustees of the Houblon- 
Norman Fund. It owes much to my teachers, Professors Sir Dennis Robertson and 
R. F. Kahn, and also to the expert and generous criticism of Mr. H. G. Johnson 
of King’s College, Cambridge. 
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be the aim of policy. And, of course, such changes may occur quite 
independently of government action. Similarly, a country on the 
gold standard would normally experience a fall in interest rates when 
an influx of gold occurred, for whatever reason; such a fall could 
hardly be described as a cheap money policy. The latter term connotes 
measures taken by the authorities with the aim of low interest rates 
specifically in view, as part, doubtless, of a general economic or budget- 
ary plan, but an aim of policy in its own right, nevertheless. 

That such a conscious and deliberate policy was pursued in Britain 
during the 1930s does not necessarily mean, however, that the emer- 
gence of low interest rates in 1932 was solely and entirely due to action 
on the part of the authorities with the establishment of cheap money 
in view. Many characteristics of the British monetary system have 
been essentially empirical or even accidental in their origin; a subsidiary 
feature of a measure adopted to meet a certain requirement has been 
retained and has acquired a vital role in the monetary scheme long after 
the original requirement has been met and the corrective measure 
become unnecessary. It is argued below that the cheap money policy 
of the 1930s was of this kind; originally an off-shoot of foreign exchange 
policy, it survived the exchange problems of 1932 and flourished in 
its own right. But before developing this view, it is necessary to discuss 
how far cheap money was the result simply of the economic depression 
of the time. 


Il 


In Table I are shown the movements in the price of various types 
of securities between August 1931 and July 1932. The remarkable 
rise in bond prices in the first half of 1932 is evident; it was this rise 
which made possible the great War Loan conversion announced at the 
end of June 1932, the landmark of the cheap money policy which 
continued until 1951. What are the factors which caused this recovery 


TABLE I 
Security Price Indices? 
Gilt-edged Industrial 
Fixed- Ordinary 
interest (general) 
1931 August .. ae 97.2 925 73.0 
September ee 86.9 86.7 78.3 
October .. “ss 94.3 92.6 87.4 
November a 92.8 89.8 79.6 
December xi 91.3 86.3 ESa 
1932 January .. $3 94.8 86.8 75.8 
February. . te 97.5 88.1 76.1 
March .. ee 101.9 93.9 80.0 
April... xe 101.4 93.0 70.4 
May pe xe 105.8 95.6 65.1 
June 2h ath 107.3 93.4 67.1 
July a8 dos 116.7 105.0 76.4 


1 Source; Bank of England Statistical Summary. 
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of the gilt-edged and bond markets from the low levels reached in 
September 1931 ? 

Three possible factors may underly such a sudden and sustained move- 
ment in security prices : 


(i) a fall in the public demand (including the demand. of 
foreigners) for cash and a rise in their demand for less 
liquid assets ; . 


(ii) an increase in the quantity of money, all other things remaining 
equal; 


(iii) a switch of invested funds out of equity securities and into 
fixed-interest securities. 


The third factor can be dismissed fairly briefly. It is often said that 
in times of depression, when profit expectations are low, investors 
will tend to transfer their wealth from unremunerative equities and 
purchase gilt-edged bonds carrying a guaranteed return. While this 
may be generally true, it is certainly not the explanation of the beginning 
of cheap money in 1931-2; in September, 1931, indeed, the reverse 
occurred. The collapse of the pound gave rise to some expectation 
of inflation in Britain, and the equity market benefited in its role as 
an inflation hedge.? Between December 1931 and March 1932, when 
the great transformation in the gilt-edged market occurred,’ ordinary 
shares actually rose, so that the rise in the one market is hardly attribut- 
able to widespread switching from the other. Some recession occurred 
in equities in the second quarter of 1932, but this was little more than a 
return to the pre-crisis level. By July, indeed, the ordinary share 
market had recovered all the ground lost since 1931. 

Examination of the second factor is equally unconvincing. The 
recovery of December 1931—March 1932 occurred at a time when bank 
deposits were actually falling; the average (weekly) deposits of the 
London Clearing Banks fell from £1,724 mn. in October 1931 to £1,676 
mn. in March 1932. Thereafter, a substantial credit expansion occurred, 
as is easily seen from the bank statistics, and this undoubtedly assisted 
in the further advance of the gilt-edged market. The initial rise in 
gilt-edged, however, in the early part of 1932, was clearly not the 
result of an expansion in the volume of money. To find the explanation 
of the original upward trend in gilt-edged at the end of 1931 and early 
in 1932, therefore, recourse must be had to the first factor; expressed 
briefly, a change in the public’s liquidity-preference. 


1 See, e.g., Hawtrey: A Century of Bank Rate, V, pp. 149-50; Grant: The 
Post-War Capital Market, Ill, p. 51, and XVI, p. 298; Kock: A Study of Interest 
Rates, VII, p. 124; Crowther: An Outline of Money (1940), VI, p. 212. 

2 See W. A. Brown: The International Gold Standard Reinterpreted, Vol. Il, 
ch. 31, pp. 1094-5. 
on sie continuous recovery in gilt-edged began in the second week of- December 
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This factor may be considered under the two separate headings 
corresponding to the Keynesian terminology: (a) the public’s transac- 
tions (and precautionary) demand ; (b) the speculative demand. The 
latter may, again for convenience, be sub-divided into the speculative 
attitude of British residents on the one hand and foreigners (using the 
word in its widest sense) on the other. 

Whatever the terminology employed, there can be found in many 
authorities the view that the low levels of prices and output characteristic 
of a depression will of themselves, and quite apart from action by the 
monetary authorities, cause interest rates to fall and an era of cheap 
money to begin. Marshall attributes this primarily to the low prices 
themselves : 

“I myself go with those who hold that the statistics bear out 
the a priori probability that, first, the rates of discount would 
generally be higher when prices are rising than when they are falling, 
because the borrowers would be eager for loans; and, secondly, 
that they would generally be higher during periods of high prices 
than in periods of low prices ’’.1 


Hawtrey stresses also the effect of low prices upon the demand for 
credit : 
“Tt should be observed that, quite apart from any deliberate 
action by bankers, there is in any case an important influence at work 
to lower the rate of interest. . . . Falling prices of themselves make 
borrowing less attractive and reduce the rate of interest which 
borrowers are willing to pay”’.” 
The same writer, in another place, uses a much wider phrase: ‘‘ When, 
as is usual, cheap money and depression go together... .”? Pigou 
associates low interest rates during a depression with the low level of 
entrepreneurs’ expectations ;* Haberler, in more modern terminology, 
ascribes the fall in interest rates to a superfluity of credit over the public’s 
demand for cash balances.® 

There is, therefore, a considerable body of authority to support 
the view that cheap: money follows inevitably from depression con- 
ditions. It is difficult, however, to ascribe the fall in interest rates 
during the first half of 1932 wholly to a fall in prices and output. In 
Table II below the price and output movements are shown for the six 
months preceding the crucial period (early. December 1931—March 
1932) when gilt-edged began their recovery, and for the months imme- 
diately following. 

1 Evidence before the Committee on Indian Currency, Q.11679, Official Papers, 
p. 274. See also Money, Credit and Prices, Il, i, 4, p. 74 and IV, iv, p. 257. 

2 Currency and Credit, I, p. 12; and also IV, p. 57. 

3 A Century of Bank Rate, VI, p. 168. 

4 Industrial Fluctuations, Ul, p. 33. 

5 Prosperity and Depression (1937 ed.) ch. 10, p. 286 ; see also Kock: op. cit., 
VII, p. 124; Grant, op. cit., I], p. 48; Hallowell: A Study of British Interest 
Rates, I, p. 8. 


28 ECONOMICA [FEBRUARY 


TABLE II 
The Value of Output, July 1931—June 1932 
Board of Trade Indices* 


Industrial Wholesale Index of value of 
Production Prices output (1 x2) 
(1) (2) (3) 
July—September 1931 .. 89.3 100.3 89.6 
October—December 1931 97-1 105.5 102.4 
January—March 1932 .. . 95.1 105.2 100.0 
April—June 1932 5 94.3 100.4 94.7 


The calculation of the value of output can obviously be only a rough 
guide to movements in the transactions demand for cash, but it affords 
some indication. The notable fact brought out by the table is that during 
the last quarter of 1931 the value of output (and, by implication, the 
transactions demand for cash) had risen quite substantially. A rela- 
tively small decrease occurred in the first half of 1932, and this no doubt 
offset to some degree the fall in bank deposits previously mentioned. 
But in the months in which the initial recovery occurred in the gilt-edged 
market the data lend little support to the view that the fall in interest 
rates resulted from a lower transactions demand for cash. What other 
evidence is available tends to reinforce the implications of Table I. 
In Table III indices are shown of the note circulation and of the level 
of bank clearings which show the same pattern. 


TABLE II 
Note Circulation and Bank Clearings?* 
Index of Note Index of Bank 


Circulation _  Clearings 
1931 July—September .. ae me Se 93.1 83. 
October—December 2 ~ io 955 88.3 
1932 January—March .. an ae oh 93.9 90.7 
April—June a <3 Se =e 92.8 85.2 


Even after eliminating the seasonal rise which normally occurs in 
these months, both series had risen rather than fallen in the last quarter 
of 1931, which does not suggest that the transactions demand for cash 
had fallen. 


IV 


The search for the cause of the initial fall in the gilt-edged rate in 
1931-2 is therefore narrowed down to the second component in the 
public’s demand for cash—the speculative demand. Here, in the 
nature of the case, evidence can only be suggestive rather than con- 
clusive. But there are many indications that the state of public confi- 
dence had improved substantially during the weeks in which the gilt- 
edged recovery began, so that it is difficult to resist the conclusion that 


1 Source: Bank of England Statistical Summary. 

2 Source: Bank of England Statistical Summary. Both series seasonally 
corrected. The bank clearings shown are the total Metropolitan, Country and 
Provincial clearings. 


1953] | THE ORIGINS OF CHEAP MONEY, 1931-2 29 


the one was the cause of the other. It is convenient to consider firstly 
the state of confidence of the British public itself. 

To every action there is an equal and opposite reaction. After the 
disastrous collapse of sterling in September 1931 the mere passage of 
time, and the fact that the worst had happened, were bound to mean 
some degree of recovery in the security markets. The bears cover their 
positions and strengthen prices somewhat;! panic hoards of cash 
begin to trickle back into the market. A technical recovery of this 
kind, without support from exogenous factors, will invariably follow 
a crisis, although it may not lift prices very far. 

This natural process received assistance, however, from the far- 
reaching political consequences of the September crisis. It had been 
a widespread belief in the financial world that the Labour government 
had been at least partly responsible for the collapse.? It was replaced 
by a government of a political hue more acceptable in the City,* and 
one which, furthermore, was widely believed to be committed to severe 
conditions attached to the American and French loans,4 and to a 
modified form of the recommendations of the May Committee, all 
of which were regarded as essential to financial orthodoxy and the 
solvency of the economy.® 

There is abundant evidence of the part played in the restoration of 
confidence by the accession to power of the National Government: 


“But more important than anything else was the very existence 
of the National Government .. . British business and financial 
interests felt more happy and optimistic to see people in whom they 
had confidence holding the reins of goverment ”’.® 


1 See, for example, Brown, op. cit., p. 1101: ‘‘ The export of British capital 
from August to September 21st had been considerable, but in less than two weeks 
after the suspension (of convertibility) this movement was reversed. . . . The 
main influence, however, in strengthening the pound was the covering of the 
bear positions built up before September 21st, which amounted to between £40 mn. 

£60 mn.” This, of course, refers to the foreign exchange market, but it 
illustrates the forces at work. 

2 See, for example, The Economist, 22nd August, 1931, p. 339. 

3 See Hallowell, op. cit., I, p. 8 

4 The “ bankers’ ramp ”’ controversy is admirably surveyed by Morton: British 
Finance, 1930-40, V, pp. 62-71. 

° “In view of the prevailing conception of ‘sound’ public finance among 
British public opinion, and the business world in particular, the determined stand 
of the National Government by the principles of financial orthodoxy had a favour- 
able psychological influence” (Arndt : Lessons of the 1930s, IV, pp. 129-30). A 
further significant point was that the policy of the National Government seemed 
to be following the lines suggested in Addendum I of the MacMillan Report, 
which advocated an all-round reduction in money incomes (Cmd. 3897, especially 
pp. 198-200). The unduly high level of rentier incomes had been deplored (para. 
28), and the need for lower interest rates stressed. Conversion of War Loan 
therefore became a possibility for what were partly political reasons. (I am 
indebted to Prof. R. S. Sayers for drawing my attention to this important point.) 

6 Morton, op. cit., XIV, pp. 247-8. The Bankers’ Magazine went further: 
“It cannot be too clearly recognised that but for the substitution of the National 
for the Socialist government . . . it would have been quite impossible for the 
conversion operation to have been carried through successfully ” (August 1932, 

9). 
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In a leading article, The Times declared, 


‘* The strongest and simplest tribute to the quality of the electorate 
and to the policy of its National Government is that between them 


4 


they have made conversion not only possible but inevitable ”’. 


But the policy which had worked such wonders was, by almost any 
standards, a severely deflationary policy. It was the Spartan austerity 
of the Chancellor which had heartened the City.” This poses something 
of a dilemma. On the one hand, the circumstances of 1932 indicated 
the necessity of a policy of cheap money; on the other hand, the 
psychological state of the investing public was clearly such that a 
deflationary purgation was essential before cheap money became at all 
a practical proposition. As Pigou remarks: 


‘“‘ If business men at home believe that a country is going to the 
dogs on account of extravagant consumption, an economy 
campaign may restore their confidence and so cause the demand 
schedule to rise. . . . Thus it is not certain that in the first stages 
of the 1930 panic the Government’s economy campaign was a 
mistake ”’.® 


The effect of the policy of the National Government, therefore, however 
deficient in some directions by modern standards, must not be over- 
looked in this matter of the recovery of business confidence and the 
first stirrings of cheap money. There can be little doubt that the per- 
sonalities and policy of the Government helped to restore confidence in 
the minds of both domestic and foreign investors.*- The results of the 
recovery of international confidence in sterling are discussed below, 
but it is important to note that they were ante-dated by the results at 
home, which formed the necessary basis upon which the cheap money 
policy was built. 


4 The Times, 1st July, 1932. 

* The Investors’ Chronicle of 14th May, 1932, for example, remarked (p. 964) 
that “‘ Mr. Neville Chamberlain’s speech at the annual dinner of the British 
Bankers’ Association made a good impression. His forecast of further drastic 
economies was particularly welcomed, and has contributed to the strength of 
British Government stocks. ...’’ Of Mr. Chamberlain’s budget in 1932 the 
National City Bank of New York had observed in its circular for April that “‘ it 
must be regarded as heroic devotion’to a sound principle that any provision 
for the sinking fund should be made in a year of such stress”. The sum of £32.5 
mn. was set aside for this purpose. 

% Keynes’s ‘ General Theory,’ XI, p. 41. 

4 A further factor, in the case of foreigners, was undoubtedly the announcement 
at the end of October 1931 that the Bank of England had arranged to repay £20 
mn, of its international credits before the due date. See Brown, op. cit., p. 1102, 
and The Economist, 5th March, 1932, p. 507. The height of Bank Rate—main- 
tained at 6 per cent. from September 1931 to February 1932—was also a reviver 
apparently for both domestic and foreign confidence. It had the effect of quelling 
the misgivings of those who feared that the departure from gold ‘“‘ might lead 
the pound along the path of the post-war mark and rouble ” (Morton, op. cit., 
IX, p. 123). The Bankers’ Magazine regarded a high bank rate as “‘ the only possible 
policy ” for “ the maintenance of public confidence ” (January 1932, p. 13). 
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V 


A similar story can be told of the recovery of confidence in the 
pound on the part of foreigners. By the beginning of 1932 the wild 
retreat from sterling had been replaced by a movement into it. This 
may have been due to the belief that sterling had endured its ordeal, 
and would now remain unscathed while other currencies were put to 
the test. It was no doubt partly due to the fact that London was still a 
leading financial centre in the world, and that for many purposes sterling 
balances were still a great convenience. Whatever the reason, an 
observer was able to remark early in 1932 that 


*“* (the world’s) confidence in the solidity of England’s position 
has shown a remarkable revival ”’.! 


And another: 


“Early in the New Year, however, the tide turned, and foreign 
short money began to return to London. This brought the British 
authorities face to face with another problem, namely, that of 


2 


preventing an over-rapid and disruptive appreciation of the pound’’.” 


The important fact as regards the cheap money policy is not so much 
this commencement of an inflow of foreign funds as its effect upon 
official credit policy. Had Britain been on the Gold Standard, the 
inflow of capital would in itself have reduced interest rates. In the 
absence of special action on the part of the Bank, the sellers of gold 
would have acquired from the Bank sterling resources with which to 
buy Treasury Bills or other gilt-edged securities. In order to induce 
existing holders to part with their securities, the rate of interest would 
have needed to fall sufficiently to induce them to move out of securities 
and into cash. The gold itself would have formed the basis for the 
expansion in the volume of credit. 

With a non-convertible currency, however, this reasoning can no 
longer be applied. The sellers of gold can no longer legally demand 
sterling from the Bank of England in exchange for it—except, in 1932, 
at a rate far below the market price—and in order to obtain sterling 
the sellers would have to cause the sterling exchange rate to rise suffi- 
ciently to induce domestic holders of sterling to hold gold or foreign 
exchange instead. The foreigner’s purchase of securities would, 
therefore, be offset by a corresponding sale by the erstwhile holders of 
sterling, the rate of interest remaining unaffected. The important 
difference between the two cases is that under the Gold Standard the 
inflow of capital provides the basis for extra credit, while under an 
inconvertible currency the foreigner can only obtain sterling which 
someone else has given up. In the former case, therefore, the impact is 
felt on the interest rate level, while in the latter case it is the exchange 


1 J, Henry Schroder & Co., Quarterly Review, May 1932, p. 171. See also 
Waight: The Exchange Equalisation Account, Il, p. 8. 
2 The Economist Banking Supplement, 14th May, 1932, p. 6.. 


32 ECONOMICA [FEBRUARY 


rate which moves to achieve equilibrium. Interest rates would be 
affected in this latter case only with the special assumption of sterling 
being transferred from a domestic idle deposit to an active deposit 
held by the foreigner, or vice versa, while adjustments between various 
types of market will occur if the transfer is effected from one type of 
security to another. There is no particular reason for supposing that 
these special considerations materially affected the situation in early 
1932. 
_ All this presupposes, however, that the monetary authorities play a 
purely neutral role. This was certainly not true in Britain at this time. 
Having experienced the sudden devaluation of sterling in 1931, the 
authorities appear to have been most anxious to prevent sterling appre- 
ciation, signs of which appeared early in 1932. This seems to have been 
due partly to a belief that devaluation had turned out to be a blessing 
in disguise to British exports, but mainly to the fear—which proved to 
be well-founded—that the appreciation would be essentially transitory, 
and would lead before long to another depreciation of sterling with 
potentialities of another September crisis. Hence, one writer remarked 
that 


“‘ the problem is how to keep the pound from rising at too rapid 
a rate to be healthy ”’.* 


There were two ways in which this appreciation of sterling was opposed, 
and it was as a by-product of these steps that the beginnings of the 
official cheap money policy emerge. One was to offset the pressure 
on sterling by official purchases of foreign currencies, and the other 
was to attempt to check the inflow at its source by reducing the interest- 
rate gap which was at least partly the explanation of sterling’s attrac- 
tiveness to some foreign investors. 

The activities of the Bank of England under the first heading may be 
seen from Chart I. Foreign currencies seem to have been held under 
the heading “ other securities ”’ in the Issue Department, since opera- 
tions on the foreign exchanges were said to be suitable only for official 
account, and unsuitable for the Banking Department.” It will be seen 


1S. Montagu & Co., Weekly Review, 31st March, 1932; quoted by Brown, 
op. cit., p. 1106. Hall also suggests that the absence of forward buying indicates 
the highly speculative nature of much of the inflow—The Exchange Equalisation 
Account, IV, pp. 37-38. See also Morton, op. cit., IX, p. 125. 

* Many leading authorities suggest this. It is clearly implied by Hall, op. cit., 
IV, pp. 34, 44-5; Truptil (British Banks, I, p. 45) states that “ The foreign cur- 
rencies and foreign securities acquired by the Bank in 1932 materially assisted 
in swelling this figure (i.e. “‘ other securities”); Brown, op. cit., ch. 31, p. 1109, 
states that “‘ This foreign exchange was included in the item ‘ other securities ’ in 
the Issue Department ’’. The same writer quotes the weekly reviews of S. Montagu 
& Co.: “‘ The heavy increase of £12,035,388 in Other Securities . . . is attributable 
to foreign exchange transactions. . .”’ (12th May, 1932); ‘“‘ Other Securities 
have risen £8,896,857 presumably owing to foreign exchange transactions ” (2nd 
June 1932). The Banking Department seems to have indulged, perhaps temporarily, 
in the purchase of foreign exchange despite its alleged unsuitability—see the same 
company’s review of 21st April 1932, Brown, ibid, p. 1110, 
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that the main accumulation occurred in March and May,' during which 
period “ other securities ” rose some £53 mn; in June, the main support 
seems to have been given via the gold market, while after June, of 
course, these functions were performed by the Exchange Equalisation 
Account.? 


Banking Dept’s Security Holdings (left-hand scale) 


E£mn.  7TTtTto Issue Dept’s “‘ other securities’ Holdings (right-hand scale) 


6 132027 3 1017 242 9 1623306 1320274 11 1825 | 
JAW. FEB. MARCH APRIL MAY JUNE 


CHART I 


The second course to be followed in order to check the inflow of funds 
was obviously the lowering of domestic interest rates. Provided that 
forward currency can be obtained, holders of short-term capital need 
not concern themselves with the possibility of exchange depreciation, 
since they can cover themselves against it. The cost of this cover, 


1 This does not mean that no official purchases occurred before March. On 
the contrary, the activities of the ‘ special buyer ’ were noted in the foreign exchange 
market throughout February—see The Economist, 13th February, 1932, p. 380, 
20th February, 1932, p. 437, 27th February, 1932, p. 490. The repayments of the 
foreign credits in early March 1932 also indicate foreign exchange operations in 
January and February. This is not discernible in the bank returns, presumably 
because the foreign exchange was being held on behalf of the Treasury by depart- 
mental funds. 

2 The Economist commented: “ In view of the trend of funds towards England 
it is not surprising that early this week the Bank announced that it had purchased 
£2,012,655 of bar gold and a further £967,899 on Thursday. It is not unlikely 
that these purchases represent transfers to the Bank from the Treasury, who 
may have previously purchased it in the guise of the ‘ unknown buyer’ in the 
London market.” It criticised the Bank for buying devisen while the Treasury 
bought gold, and expressed satisfaction that the roles had apparently been reversed 
(21st May, 1932, p. 1129). 
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however, has to be deducted from interest rates obtainable in various 
centres, so that forward exchange rates can be said to be at their 
‘interest parities’ when international short-term rates are brought to 
equality by the deduction of the cost of forward exchange cover ex- 
pressed as a rate of interest. There will, of course, be limits within 
which such rates may move because of the cost of transfer and adminis- 
tration, and the general inconvenience of having capital invested abroad 
rather than domestically. 

Now the position in late 1931 and early 1932 was that a very wide 
gap existed between the yields obtainable from short-term funds in 
London and those in other financial centres, after allowance had been 
made for exchange cover. Table IV shows the position in detail for 
London as compared with New York and Paris. It will be seen that 
a wide gap persisted during the first quarter of 1932 in the case of 
London-Paris rates, and for the first two quarters in the case of London- 
New York rates. By mid-1932 both gaps had disappeared. 


TABLE IV 
Return on Short-term Funds in London vis-a-vis New York and Paris, 1931-2 
Average 3. months’ London Net Foreign Gap 
Year Qtr. spot forward Discount Rate Discount (5-6) 
rate covering Rate*® (4-3) Rate® 
Ay. As rate 
cost? % p.a. 
a (2) (3) (4) (5) (6) (7) 
LONDON—NEW YORK 
$ $ Wen Ve We We He 
1931 1 4,857 0.0043 0.36 2.44 2.08 1.16 0.92 
2 4.863 0.0063 0.49 2.33 1.84 j Bal 0.73 
3 4.466 0.0348 BmiZ 3.58 0.46 0.91~. -0:45 
4 3.600 0.0038 0.42 Sei: yesh) 2.82 P58) 
1932 (oes 56 —0.0117 -1.32 4.46 Sis: 2.70 3.08 
2S 3655 -0.0188  -2.06 1.66 Bee IEO7 2.65 
3 3.478 0.0058 -0.67 0.80 1.47 0.75 0.72 
4 3.273 0.0046 -0.56 0.85 1.41 0.49 0.92 
LONDON—PARIS 
Fr. Fr. Ys To ve Zo 7 
1931 1 124.04 0.188 0.61 2.44 1.83 1.74 0.09 
2 124.26 0.287 0.92 2.33 1.41 1 heP47| 0.14 
sy = AAAS 0.413 1.33 3.58 2525 1.40 0.85 
4 91.87 0.403 1.76 Seif 4.01 1.82 2.49 
1932 1 90.54 0.123 0.54 4.46 392) 1d #2 ba) 
2 92.77 0.043 0.18 1.66 1.48 1.53 -0.05 
3 88.77 -0.022 —0.10 0.80 0.90 1.00 -0.10 
4 83.56 0.002 0.01 0.85 0.84 0.97 -0.13 


In the absence of special measures, this gap would have disappeared 
automatically through the purchase of foreign exchange discussed 
above. The sellers of foreign exchange would have received a cheque 


' Hinzig: Theory and Practice of Forward Exchange, XVIII. 

* Source: Einzig, op. cit., Appx. I. Averages are those of the mean quotation 
of the last week in each month. 

® Source: Ibid., Appx. III. 
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drawn on the Bank of England, and the cash reserves of the clearing 
banks would have been pro tanto enlarged. Chart I indicates that 
in the early months of 1932 this expansion of the credit base was not 
allowed to occur. When the Bank purchased foreign exchange “ other 
securities’ in the Issue Department rose, and—since the fiduciary 
issue was fixed—an equal and opposite movement took place in the 
Issue Department’s ‘‘ government securities’; these would have been 
transferred to the Banking Department in exchange for the foreign 
currency. Ifno other action had been taken, this would have amounted 
to open market operations on the part of the Banking Department, 
since both securities and deposits would have increased; to neutralise 
the process, the Bank would have needed to sell securities, restoring 
deposits and securities to their previous level. With the reservation 
mentioned above, interest rates would: have been unchanged. 

The Bank returns suggest, however, that during January and February 
of 1932 the Bank was selling securities when this neutralising process 
would have required purchases to offset sales of foreign exchange by 
the Issue Department. The fall in interest rates during this period 
was therefore occurring despite the Bank’s actions, not at all because 
of them. From March onwards, however, a distinct change is noticeable. 
This change is such that it cannot be explained by purely seasonal 
factors. In Table V below, the movements in the Banking Department’s 
security holdings in the early months of 1932 are compared with those 
in the similar months of the preceding and following years. It will 
be seen that the decline during January and February of 1932 was 
distinctly greater than usual at this time of year, while from March to 
June the changes were actually contra-seasonal. Between March and 
June of 1932, the Banking Department’s holdings of securities rose some 
£37 mn.; securities transferred from the Issue Department amounted 
to £44 mn. Over the four months, therefore, only around £7 mn. of 


TABLE V 
Percentage Changes in Security Holdings of the Banking Department 
1931 1932 1933 
January—February 46 aie PH hol 31.6 +3.5 
March me ms 2 sr -4.2 +22.3 -18.9 
April—May a Af oe —3.7 +7.4 8.6 


the foreign exchange purchases had been neutralised; the remainder 
had been allowed to serve the function of open market operations. 
With the exception of the weeks March 9th-16th and April 6th—20th, 
the rise in security holdings was continuous. The two falls were 
associated with the Treasury’s repayment of foreign credits, arrange- 
ments for which were announced on March 9th and April 5th respec- 
tively. Under the impact of these purchases, clearing bank deposits, 
which had fallen steadily between December 1931 and February 1932, 


1 Probably to the Treasury for the purposes of its credit repayment early in 
March. 
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rose from an average of £1,659 mn. in February to £1,764 mn. in 
June; the average rate on Treasury Bills fell from 4.00 per cent. in 
February to 0.85 per cent. in June, while the Consol rate fell from 
4.50 to 3.89 per cent. The foreign exchange gap, as Table IV shows, 
disappeared. Bank rate was reduced from 6 per cent. on February 
18th to 34 per cent. by the end of March and 2 per cent. at the end of 
June. 

What is the explanation of this sudden change in tactics on the part 
of the authorities in March 1932? As has been noted above, the 
authorities were almost as anxious to: prevent sterling appreciation 
early in 1932 as they had been to prevent depreciation in the preceding 
September. Why, then, had the Bank deliberately obstructed the 
fall in domestic interest rates by open market sales, and encouraged 
the persistence of the exchange gap which was one of the attractions 
of London for foreign funds? Why, in other words, did the Bank 
for the first two months of 1932 attempt to prevent the symptom— 
sterling appreciation—without taking the obvious step to remove one 
of the causes ? 

Some writers have concluded from this apparently illogical behaviour 
that official policy was nervous and confused. Mrs. Hicks comments: 


“In the spring of 1932 it seems to have been perceived rather 
suddenly that at any rate on monetary grounds a somewhat sharp 
reversal of policy was desirable ”’." 


Other writers speak of a “‘ conversion to a cheap money policy’? or 
a “‘ reversal of policy ”’.* 

This is surely a misconception. For the first quarter of 1932 the 
Bank of England was pursuing a perfectly consistent policy. It had 
two aims : (a) to acquire gold and foreign exchange with which to 
repay the American and French credits raised in August 1931; (b) to 
prevent the appreciation of the pound. Until the first requirement 
had been filled, therefore, the Bank wanted the best of both worlds. 
It did not want to check the influx of foreign exchange, but it also did 
not want the influx to have its normal effect on the rate of exchange. 
Its action, therefore, in maintaining the interest gap open and checking 
the appreciation of the pound by direct operation in the market was 
the only one open to it. By early March the bulk of the foreign credits 
had been repaid, and the remainder was repaid by the beginning of 
April. Of the Bank’s credit of £50 mn., £20 mn. had been repaid in 
October 1931, and the remaining £30 mn. in January 1932. Of the 
Treasury credit of £80 mn., arrangements to repay £43 mn. were 
announced on March 4th, and the remainder on March 29th and April 


1 Finance of the British Government, XXIII, p. 363. 

* Morton, op. cit., XIV, p. 244. 

* Hallowell, op. cit., 1, p. 7. Harris adumbrates mystification over the whole 
affair—Exchange Depreciation, XV, p. 410. Mr. McKenna, surveying the Bank 
of England’s policy in 1932, stated that ‘“‘ in February a complete change of policy 
occurred ”’ (speech at the Midland Bank A.G.M., 27th January, 1933). 
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Sth. The major repayment, therefore, coincides exactly with the 
abandonment by the Bank of the policy of neutralising the effect of 
foreign exchange purchases. It is similarly noticeable that immediately 
after the announcement of March 4th, restrictions on private foreign 
exchange purchases were withdrawn, while shortly afterwards South 
African gold supplies reappeared on the market. Previously, although 
such gold was flowing in at about the pre-September rate, it was not 
sold in the open market but to a ‘ special buyer’, upon whose official 
identity all observers agree.! The credits repaid, the need to maintain 
the interest gap disappeared, and the reduction of interest rates, as well 
as direct operations in the exchange market by the Bank, and later 
the Exchange Account, were employed to check the unwanted appre- 
ciation of sterling. 

The open market operations of the Bank were not, of course, reversed 
when the influx of funds became an efflux later in the year, and sterling 
began to approach, and fall below, its low December 1931 value of 
$3.372. By then the cheap money policy had been established in its 
own right, and the conversion of War Loan had been carried through. 
From being an offshoot of foreign exchange policy, cheap money 
advanced to a dominant position among the aims of policy. But the 
original impetus for the credit expansion sprang from the desire of the 
authorities to prevent the appreciation of sterling in the face of an influx 
of foreign capital. Such, then, was the sequence: interest rates began 
to show their first downward tendency, limited and hesitant, as a result 
of the revival of confidence at home; official actions were at first 
opposed to, then combined with, this movement as an outcome of 
foreign exchange policy; finally, in mid-1932, the cheap money policy 
emerged in full force in its own right and for its own sake. Obviously, 
an overwhelming advantage of a cheap money policy was the alleviation 
of the debt burden it made possible; it was indeed a heaven-sent aid to 
achieving a balanced budget at a time when a balance was both difficult 
and a commitment-of the government.’ Later still, its usefulness in 
stimulating recovery attracted more attention. From a by-product, 
cheap money became a vital element in official policy. 


University College of Wales, Aberystwyth. 


1 See Brown, op. cit., ch. 31, pp. 1099-1100. 

2 See Brown, op. cit., ch. 31, pp. 1131-2; Hicks, op cit., XXII, p. 361; Morton, 
op. cit., XIV, p. 243. The conversion of War Loan to a 33 per cent. basis repre- 
sented an annual net saving of £23 mn. 
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A Mathematical Model for Cost Analyses 
of Finished Products 


By A. P. ZENTLER and Dorotuy RyDe! 


I 


The model described in the following paragraphs is a continuation 
of some (largely non-mathematical) work on the cost structure of 
wool textiles published by one of the authors in 1951.2 The purpose 
of the original study was to find means of calculating the effect of 
changes in raw material costs on the price of finished and semi-finished 
goods in the absence of information on the actual costs of a repre- 
sentative sample of manufacturers. This is also one of the main 
functions of the model presented here. 

Rightly or wrongly manufacturers everywhere are most reluctant 
to divulge their cost accounts. Even if a few specimens could be 
obtained it is practically never possible to get the necessary data from 
a random sample of firms. There is, moreover, the difficulty due to 
lack of standardisation of cost accounts. Hence the need to arrive 
at representative cost breakdowns by a less direct path. 

Once a basic cost structure has been established a technique must 
be found which enables quick answers to be given to questions such as 
‘What will be the effect on the price of, say, cloth of using wool/rayon 
yarns instead of pure wool yarns?” or “‘ By how much will the price 
of suits go up in 12 months’ time if the price of wool rises by 20 per 
cent. and distributors’ margins by 10 per cent.?”’ Without a mathe- 
matical model the arithmetic is very laborious and the answers some- 
what unsafe. Other interesting problems which can be investigated 
fairly easily (see ‘‘ Practical Applications (a)”’ below) with the help 
of a model would be very difficult to solve without one. 

A fairly simple and quick method of measuring the effect, on the 
price of finished goods, of changes in raw material prices which are 
liable to frequent and sometimes violent fluctuations should be of 
considerable interest everywhere, both to the consumers and to the 
producers of the finished article. It should be particularly valuable 
in a controlled economy where negotiations between government 
departments and industry are often—in the absence of such a method 
—somewhat unrealistic. 

It may be said briefly that in trying to express in mathematical terms 
the technique used in the previous article we had five purposes in mind: 

1 Some of the material incorporated in this article is part of a wider project 
on which the authors worked in the Economics Department of the International 


Wool Secretariat; their thanks are due to the Secretariat for permission to 
use the results here. 

* Zentler and Gherson: Cost Components of Wool Suits (London and Cambridge 
Economic Service Bulletin, August 1951). 
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(1) To tidy up the method and use the mathematical model to 
check whether any inconsistencies had found their way into the 
non-mathematical analysis. 


(2) To lessen the fairly large computational work involved; 
without a mathematical formulation every step has to be retraced 
right from the beginning whenever any of the assumptions are 
changed. 


(3) To use the method for purposes that could not be achieved 
easily without a mathematical model. 


(4) To enable rough limits to be assigned to the errors to which 
estimates based on the model are likely to be subject. 


(5) To give an unambiguous account of our technique for the use 
of other research workers. 


Whilst the model presented here was originally devised in connection 
with wool textiles it can be applied to many products manufac- 
tured essentially from a single raw material. 


Ii—TuHe MopeEL 


To obtain the required cost breakdowns one starts from the con- 
trolled price of cloth and suits! and arrives at raw material and process- 
ing costs (at each main stage of the whole manufacturing process) on 
the basis of a number of assumptions about the behaviour of manu- 
facturers. For products that are not price-controlled (in our example 
tops and yarns) the assumptions made can be checked directly by 
comparing the price estimates obtained from the model with actual 
prices. For other products, e.g. cloths and suits, indirect (and less 
reliable) checks must be used. 

The manufacture of most finished articles can be broken down 
into a number of processes. It will be readily seen that, at every stage 
of the production process, the difference between the unit price of 
the ‘ finished’ product and the cost of the raw material represents 
processing costs plus net profits. In order to obtain raw material costs 
at each stage one has to make reasonable assumptions about (a) the 
method used by the bulk of manufacturers to cost their raw materials 
for pricing purposes (whether purchase price, replacement cost, etc.) ; 
(b) the period of production for each main stage of manufacture; and 
(c) the quantity and quality of the various raw materials used at each 
stage. It should be clear that (a) and (5) determine which period’s 
prices are relevant for costing purposes; (c) is self-explanatory. 

With reference to (a) it was originally assumed that at each stage 
manufacturers cost their raw materials at the average market price 


1 which are very likely to be representative of the ‘average’ firm in so far as 
they are usually the result of a compromise between the Board of Trade’s views 
and the wishes of the least efficient sections of the industry. 
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during the period of production of the process they perform.’ This 
was considered reasonable at a time of rising prices when manufac- 
turers would like to cost ‘ at replacement ’, but by and large use some- 
what lower prices, partly owing to competition, partly because they 
have to produce within the ceilings imposed, directly or indirectly, 
by price controls. Similar reasons favour the choice of ‘ average’ 
prices when the market is falling. Subsequent work showed, however, 
that—at any rate in the wool textile world—the above assumption 
did not give satisfactory results as far as the first two main processes 
(topmaking and spinning) are concerned; the divergence between 
estimated and actual prices was uncomfortably large. The ‘ average 
market price’ assumption seemed justified, however, for the last 
two stages (weaving and making up). 

For top making and spinning it was therefore assumed that manu- 
facturers cost their raw material at something close to replacement 
values with an eye on the probable price in the immediate future. For 
computational purposes the average of three months centring on the 
last month of the respective processing period was taken. On this 
basis the fit between estimated and actual prices of tops and yarns 
is extremely good throughout the period 1947-51. 

These differences in costing policy may be explained by the fact 
that weavers and clothes makers have to work to a controlled price 
whereas the prices of tops and yarns are not subject to control. It 
might have been thought that such an intransigent pricing policy on 
the part of top makers and spinners would have led to a buyers’ strike 
at the later stages of production, but if, say, spinners as a group tacitly 
agree to cost at replacement there is very little weavers can do, or will 
do, when it is so much easier to lower quality (as they did—see III (a) 
below) than to organise a buyers’ strike. Weavers could, of course, 
have made the whole adjustment (between their rising raw material 
costs and the constant (controlled) prices of their own products) by 
lowering quality, but there is obviously a limit to the extent of quality 
deterioration the public will stand. This is why it was assumed that 
weavers (and makers up)? had to cost their raw materials at something 


1 Two points should be made about this average price. Firstly, that it is to 
be preferred to a more straightforward kind of concept—say, an average of 
“ purchase ’ and ‘ replacement’ prices—which could be criticised on the grounds 
that manufacturers are almost certainly influenced, in their pricing decisions, 
by what happened in the period between purchase of raw materials and sale of 
finished goods. Such price movements would be ignored by a purchase/replacement 
average, but are fully reflected in the average adopted here. Secondly, it must 
be recognised that it might have been better to extend back a little the period 
over which we have averaged the price of the raw material so as to take into 
account the time which elapses between purchase and actual use. But we are not, 
of course, arguing that the first point of the period over which we are averaging 
is purchase price and there is consequently no logical inconsistency in what we 
are doing. Whether or not the period selected here is the right one cannot really 
be argued on grounds of either theory or fact; the only test is whether the model 
thus obtained works. 

? It is true, of course, that as far as utility suits are concerned the averaging 
of cloth prices is unnecessary because utility cloth prices were controlled. In 
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less than replacement costs. Even so it would appear (see III (a) below) 
that quality deterioration in 1950 and 1951 was considerable. 

As both the data used and the illustrations of the method given here 
are in the field of wool textiles the mathematical model was developed 
on the above assumptions. The alterations in the model required 
if one were to assume that manufacturers at all stages ‘“‘ cost their 
raw materials at the average market price during the period of produc- 
tion of the process they perform” are small and the interesting con- 
clusions are the same. (The necessary changes in the equations are 
also given for the sake of completeness.) 

Using the above technique a number of useful mathematical expres- 
sions can be established. In the following paragraphs it has been 
convenient to assume that processing costs were known; but the 
equations can obviously also be used to find the value of processing 
costs, which should, indeed, be the first step in any study of cost 
structures. As was already mentioned, the finding of processing 
costs is in fact one of the primary purposes of the analysis. 

In order to keep the model as general as possible we assume that 
the manufacture can be broken down into k main processes and adopt 
the following notation: 


t,t, . . . t, for the respective durations of the k processes. 

Pistons to Oe fOr. the average processing costs at the k stages. 

my, M,, . . . m, for the profit margins at the k stages. 

T=(t, +t, . . . +4,) for the duration of the whole manufacturing 
process. 


W;=Q,,; the cost, based on market quotation for month j, of the 
quantity of basic raw material required to produce 1 unit of 
the final product. 


Q,,;= cost in jth month of the quantity of the rth intermediate 
product required to produce 1 unit of final product. 


P;=Q, ; retail price per unit of final product in jth month. 


Then working backwards from the finished product we can write: 


1 n-1 
P= [— a Deki, ee «| CLE ae Re ARs Ps ae EY 
fLj=n-t, 
1--m, , 22! 
=—~ F Q.4;+% Atm. .....Q 
ty j=n-t, 


a general model, however, provision must be made for the raw material used in 
the last stage of the processing process not being price controlled. The model 
will clearly also apply to the ‘ price controlled’ case since one is then merely 
averaging a series of prices which in fact are all equal. 
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But 


1 a 
Q1.-1,; = pee 2 Ora =r c,-,|¢ + m,_ ;) 


fy at eae 4 


1+m,_ ise 
oe arate D2; ON fee aw 
Kea S=J—th 4 
and substituting in (2) gives 


pe (i+m,) (l+m,.) *2 ee 


tee a 2 Q,.->,s 
ae eae jon-ty s=j-thy 
eo sein PC em) eg gy tt) 


By repeated steps of this kind P,, is expressed successively in terms of 

Q,.;,Q,-4...down to Q,. For the two final stages in the substitution 
we have 

h+1 
Qnr=]s FY Ot ala + my) 
p=h-l 
1-+m, ®t! 
-_—— 2 QO, pt+a(l+m) 


p=h-1 
and 


Oi» = E = Q.4+ a | (1 + m,) 


a= pil 
l+m, °+! 
Ele s oa Oo at Cllectarep 
q=p-1 
thus, since 0, , = W, 


(+m) +m) ®t! pri 
05. = 2) ( Do xy y 


3.3 s 1 ie Se 


W,+ce,(1 +m) (1 +m) + ¢ (1 + m) 


Thus for P,, expressed in terms of W,, we have finally 


—— (1+ m) (1 +m)... 1 +m) e 
fi 3 3g are 


YS tess Sint ey 
ea h-+1 Ge 


pena aay ee 


h=r-t; p=h-lq=p-1 
+e (1 +m) (+m)... +m)+ o(1+m).>.d +m) 
Ae ey em). SS err 


1953] A MATHEMATICAL MODEL FOR COST ANALYSES 43 


This may conveniently be written 


k 
Pane Wf, (WP) > doce, allo 4 AG ott ees 
h=1 
where 
i n-1 j-1 r-1 
>= 2 Se 2 
3.3.3.4... tkj=n-ts=i-ty h=r-t, 
Hts Ap et } 
SP Suns Se eee) 
p=h-lq=p-1 
and 


TL, = (1 +m) (1 +m 4) +m, 42)... +m).. 


Now f,(W) is a weighted average of the raw material prices during 
the whole production period, the precise form of the weighting depend- 
ing on the duration of each process. The II, are functions of the profit 
margins only and the c, are processing costs so that by means of 
equation (5) the effects of the main factors contributing to P, can 
be studied independently of each other and their relative importance 
assessed. 

The precise evaluation of f,(W) is rather tiresome; e.g. for worsted 
utility suits for which the processing times are assumed to be three, 
three, eleven and five months respectively, the expansion of (6) leads 
to the following cumbersome expression 


Wyigt4 Wy17+10 Wi 6 +18 Woist27 Wass 
f(Wyn be [435 Weets FA Worn t44 Wa $45 Wont 
Z 495 | +45 Wno+ 45 W,.3 +44 W,7+41 Wy 
+35 W,5+27 W,4+18 W,_,+10 W,.44 W,.+W, 


As will be shown, however, in the next few pages a simple approxima- 
tion is sufficiently accurate for most purposes, as even large errors in 
F,(W) give rise to relatively small errors in P,. Space does not permit 
a detailed consideration of the errors to which estimates of P, based 
on equation (5) are subject but two points of importance may be 


1 It will be clear from the way in which equations (1) to (5) were developed 
that if processing costs are not constant the symbols c,, Cs, etc., represent auto- 

matically summations similar to those for the Q’s. In fact, if c, ; is the cost of 
process 4 in month j, the c, of the equations is given by 

1 n-1 j-1 p-l 
2 eGo 2 Ch, q 
hy : Ft ~fh41 j=n-t, s=j-ty 1 Q=P-th+1 
If one is working with known processing costs it will usually be sufficient to use 
instead of this complicated average the simple mean of Cy nh) aNd Ch nn’ 
k 


wheren‘= 2 t. 
r=bh+1 
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mentioned. Firstly suppose that the constants of equation (5) are 
correctly determined from a known P,, and the equation is then used 
to. estimate the effect on P, of a change in raw material prices. If an 
approximate value is used for the new f,,(W) the error in P,, will be 
less than that in f(W) in the ratio II, f(W)/[I], f(W)+2e,1,]; ina 
complex manufacture this ratio tends to be small and for worsted 
suits it has a value of about } to 4. Secondly, it may happen that the 
constants of (5) are incorrectly determined as a result of faulty initial 
assumptions. These assumptions will usually be of a kind that will 
give a consistent bias to all subsequent estimates of, say, f(W) and the 
resulting errors have a strong tendency to cancel out when the equation 
is used to find a new P,. It can be shown that the errors are negligible 
if the relevant change in f(W) is small and not very serious even if 
{(W) is doubled or halved. For worsted suits a consistent bias of 
x per cent. in f(W) leads to an error of only about + x/4 per cent. in P,, 
when f/(W) is doubled or halved. Further work shows that even in the 
case of non-consistent bias the resulting errors in P,, are not alarming. 


Approximation to f,(W) 


For practical purposes it is sufficient to know the trend (not actual) 
price of wool for the middle time unit (month) of the total processing 
period which follows the first two stages. This is due to the fact that 

(i) for linear price trends the only wool price on which f(W) 
depends is that of this ‘middle’ month. (For curvilinear trends a 
correction to the middle month price has to be made; this 
correction is important only when the curvature is pronounced.) 

(ii) regular cyclical fluctuations about a recti- or curvilinear trend 
line may be ignored since in most cases the correction to the (trend) 


middle month price required (on account of the cyclical fluctuation 
about the trend) is small. 


The reasoning which led to (i) and (ii) above is briefly as follows. 
Starting from the fundamental equation P(#)=II, f(é,W)+2c,ll, 
where @ denotes time as a continuous variable (in equation (5) time 


represented by was a discrete variable), on the assumptions made 
about manufacturers costing aie we have 


O+3/2 O+3/2 
omassical fof fom 
O-t, O-ty G—t5. = 63a 83 )9 


where L is the weight of raw wool required to make a suit and w is 
the price of wool. 


(i) Suppose first there are no cyclical fluctuations about the trend so 
that trend prices are in fact actual prices, - 
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(a) straight line trend 


w, =a 6 + b 
O+3/2 0+3/2 


here ! f,(8,W)= ent ji Fe f [eeroae 


0-t, O-ty 4 6-t3 6-3 /2 6-3 [2 


n(n tet) ofp HED] 


i.e. the cost of the wool incorporated in a suit depends entirely on the 
(trend) wool price of the middle month. 


(b) curvilinear trend 
w,=cP+a0+4+5 
integrating as before we find 


AGW) = el 8 
(18 +- #3-+-#2. +- 12) 


b+e 
i pea oo 7) 


in which the cost of wool depends on the “ middle month” price 
(as in the case of the straight line trend) and a correction 


Behe hl an ee AS) 


For an evaluation of the latter it is not necessary to know explicitly 
the value of c. It can be shown that the correction can be calculated 
in terms of the ‘ middle month’, ‘first month’ and ‘last month’ 
prices of the processing period and that it is negligibly small in almost 
all cases likely to be encountered in practice. To be more exact, the 
correction can be neglected if the range of prices (i.e. difference between 
the greatest and least prices) during the processing period under con- 
sideration does not exceed the middle month price, unless the relevant 
section of the price curve has a turning point near its middle. In the 
latter case the correction is still negligible if the range of prices does 
not exceed half the middle month value. The value of the correction 
in terms of the three prices ; first month, #, middle month and », 
last month is 


(Soe) Oe t,’) 
6 (t, +t +t) 
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(ii) Add to the price trends described under (i)a and (i)b above an 
oscillatory part, which may be represented by 


where g = amplitude 


oa tas (0-€)7 s = half period 
ars « = time displacement 
constant 


so that the whole wool price is given by 
w= o, +, or w=, +, 
It is convenient to consider the oscillatory part separately. 
Integrating #, as before leads to 


eS cs 3a t,7 cs 


= Sey eh Oey rate gees sass 
EC Me SF ae ig aides: Sree 


, 9 T-1,-11 2 
sin [ -«-—3-4[5 
 (T-t,-t 
oe ain {[e-<- 9] +] 
2 Ky 


Thus the oscillatory part of f( 6, W) for time 6 is K times the oscillatory 
Ph) 

part of for time (0 - 7) 

In practice this oscillatory part can almost always be neglected. It 
can in fact be shown that it is only important when g is large compared 
with the middle month trend price, s is much greater than the greatest 
of the ¢, but less than T and the middle month required corresponds 
to a peak in the w curve. 

If it is assumed that manufacturers at all stages cost at average market 
prices over the period of their process, the general arguments and 
conclusions of this section are not altered but the algebraical results 
are slightly different. Equation (5) still holds for the price of the 
finished article but the form of f,(W) is now different. In fact for this 
case . 

n-l j-l p-l 


AV FiLveBil: Beate ees) 


te Aa + Ay jan, s=j-tyey q=p-ty 


Points (i) and (ii) on page 44 still hold except that the important 
month is now the middle month of the whole processing period. 


Determination of Processing Costs 


It was mentioned earlier in this section of the paper that, mainly 
for reasons of presentation, the mathematical model had been developed 
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on the assumption that processing costs were known and P, (and 
incidentally the -Q’s) were to be derived. This was done in spite of the 
fact that one of the main uses to which the model can be put is the 
calculation of costs in the absence of data obtained from a representa- 
tive sample of manufacturers. If, however, P,, and the Q’s are known, 
the equations can clearly be used to determine processing costs. 

For some purposes it is not in fact necessary to determine processing 
costs proper at all. The necessary calculations can be done in terms 
of a concept that is slightly different from processing costs (as implicitly 

k 
defined above) namely 2 c,I1,, which is simply total processing costs 
h=1 
plus the ‘ pyramiding’ of percentage additions (manufacturers’ net 
profits and SSS margins) at each stage of the manufacture. 


In such cases 2 call is treated as a single parameter directly derivable 


from necator 5) if P,, 11, and f,(W) are known. 

If processing costs for the separate stages are needed they can be 
derived from the earlier equations. 

c, is found directly from equation (2) in the form 


To find c,_, equation (3) is used. This equation may be written 
(1 + m,)(L + m1) 


eer Pat ih) f_ Olin) = 
Ke A 
n-1 j-l 
2 2 OQ. 9, s 
j=n-t, s=j-ty 1 
and substituting from (2) for P, —c, (1-+m,) we have 
betas ae (1 + m,) (1 + m1) 
Cy-1 ¢ = mM,_ 1) (I oP m,) =a riser ie Ov. i me 
eg arr ae 
n-i j-l 
Z x Qi, s 
j=n-t, S=j-ty] 
1 n-1 1 n-1 j-l 1 
C2 2 Pik CK 1, "Pes 2 2 Sms ap: Q.-5, Ss 
1+m,_; i= =n-ty t. j= n-t, S=j-th-] toy 


and similarly for the remaining stages. 


1 
The functions of the type Y 2 —— re -Q,., , may be computed exactly 
kt 


by forming repeated running averages of the Q’s or a good approxima- 
tion may be found by graphical smoothing. 
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The reader is reminded that the Q’s are the costs of quantities of 
various intermediate products, each equivalent to one unit of the 
final product; these quantities are different at different stages. Also 
the c’s as found are processing costs per unit of the final product and 
not per unit of the intermediate product, though the latter can be 
found from them quite simply. 

Even in the absence of quality changes, for industries in which 
prices of goods at all stages are allowed to fluctuate freely, the 
processing costs thus established are the costs implicit in P at time 
n only. They might be different even in, say, month n + 1 because 
although actual processing costs have remained the same, the 
estimates of costs obtained from the model at any particular point 
in time might be biased by odd movements in prices away from the 
main trend. It is always advisable therefore to obtain average 
processing costs over a fairly long period rather than at a point in 
time. If an index of processing costs can be calculated, costs at an 
appropriate point in time 7 can be extended over the period required, 
with the help of the index, and then averaged. Alternatively, pro- 
cessing costs should be established at fairly frequent intervals and 
averaged. 

The possibility that changes in quality occur complicates the 
estimation of processing costs not only in the case of industries with 
freely fluctuating prices but also for those in which prices are 
controlled at all stages. Moreover it is in the latter category that quality 
is more likely to deteriorate when prices rise. In such cases unless 
the quality of the various Q,’s are known at the successive points in 
time the only way of establishing average processing costs over a period 
is to calculate them at a time » for which the quality of the Q,’s is 
known and adjust them for other n’s with the help of the index of 
processing costs; this was in fact done in III (a) below. 


III—PRACTICAL APPLICATIONS 
To illustrate the use of the model two questions were investigated : 

(a) Whether and how far the controlled prices of suits between 
1947 and 1952 are consistent with the movements in raw wool 
prices, wages, etc., as well as with one of the main purposes of the 
utility scheme, namely the maintenance of a minimum standard 
of quality. 

(b) Whether good results would have been obtained had one 
attempted in the past to forecast, with the help of our model, the 
price of finished goods (suits) on certain assumptions about future 
movements in various categories of costs. 


(a) Utility Scheme and Quality Standards 
This problem was approached in the following way. The hypothesis 
was made that the Board of Trade used correct indicators of 
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movements in costs, and fixed prices in such a way as to maintain 
quality. On this basis the suit price curve calculated by us over a period 
of years (1947-51) should, by and large, coincide with the curve of 
B.O.T. controlled prices, provided the assumptions on which the 
model is based are correct. 

The estimated suit prices were built up with the help of our model 
by calculating, as a starting point, processing costs implicit in the 
controlled price which came into effect in November 1948. Subsequent 
and previous suit prices were obtained by taking into account changes 
in raw material prices and adjusting 1948 processing costs by an ‘ index 
of processing costs’, suitably weighted for movements in wages and 
‘other’ costs on the basis of information obtained from the Wool 
Working Party report. As a check on this index, the model was used 
to calculate processing costs at monthly intervals, up to the yarn stage. 
The trend of processing costs thus obtained was found to agree very 
well with that given by the index. (It will be remembered that as far 
as the first two intermediate stages, combing and spinning, are con- 
cerned the model has already been shown to give very good results; 
agreement between the two independent series of processing costs is 
therefore weighty evidence in favour of the index.) 

The results of the calculations are set out in the following diagram. 
The dotted curve shows the estimated retail cost of a suit of constant 
quality over the period 1948-51. Any point on this curve may be 
represented by the modified form of equation (5) 


k 
P= Il, AAC Wa Le Ch Il, (Nov., -48)1 In) 
where J(,) is the index of processing costs for suits ready at the n'" 
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month. The index can be applied to the whole term because in this 
instance the II’s (which depend only on profit margins) are assumed 
constant. The full line represents controlled suit prices. 

The set of processing costs calculated for the controlled price of 
November 1948 assume that in a period of rising prices (like 1948-49) 
controlled prices are fixed a little higher than current costs warrant 
so that for the period of the ‘ life’ of that price manufacturers would 
at first make excessive profits and later less than normal profits, or 
even losses. 

The most striking feature of the diagram is the indication it gives 
of an increasing and eventually large decline (as represented by the 
shaded area) in the quality of the cloth in 1950 and 1951. Such a 
tentative conclusion would be in agreement both with informed (trade) 
and uninformed (consumer) opinion on this matter. As far as the 
question of constant quality of cloth is concerned it may, therefore, 
be said that the utility scheme appears to have failed in one of its 
main purposes. It is, of course, possible that the large divergence 
between the estimated and actual suit price curve, after the beginning 
of 1950, is due to imperfections in the model. But the fit is very good 
for the previous two years and, as was already mentioned, a considerable 
decrease in the quality of cloth during 1950 and 1951 is fully in 
agreement with every other piece of information we have on this 
subject. It might also be argued that quality need not have gone down 
as much as the diagram indicates because manufacturers may have 
accepted some reduction in profits and/or effected economies in other 
directions, e.g. more efficient utilisation of labour, fuel, etc. Neither 
of these two possible arguments, however, cuts ice; profits were already 
assumed to be quite low (on the average 5 per cent.) and as far as the 
second proposition is concerned, it is difficult to have much faith in 
rapid and sizeable increases in efficiency—particularly when it is 
so much simpler to add a little more cheap wool or recovered wool 
or even rayon to the cloth one is making. 


(b) Forecasting 


On the assumption that it is possible to forecast the average price 
of wool and the rough trend of wool prices over the period for which 
one wants to predict, it will be clear that with the help of the model 
described above rapid and fairly precise answers can be given to 
questions about changes in the future price of suits due to fluctuations 
in raw wool prices. 

Provided the demand function for raw wool is known there is little 
doubt that quite good forecasts of the average price of wool over say 
the next 12 months should be possible. The difficulty in forecasting 
the future price of wool is to know what the price will be at any one 
moment because that kind of price (at a point in time) is not a function 
of known and predictable economic variables but of the whims, fears 
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and hopes of a fairly small number of highly unpredictable wool buyers. | 
The (say 12 months) average price of wool, however, cannot be above 
or below its true equilibrium level for very long—when by equilibrium 
level is meant the price that would be established by the basic supply- 
demand relationship in the absence of speculative influences. 

It is more difficult to have confidence in forecasts of the shape of 
future price trends, but the direction of the expected trend is implicit 
in the forecast of the average. For the kind’of prediction likely to be 
required in practice (say 12 months ahead) it can be said however that 
the trend curve is unlikely to depart violently from linear or near linear 
shapes. Furthermore, for finished goods with a fairly long period of 
production (say 18 months and above) the relevant month’s' trend 
price of the initial raw material is so near the point in time from which 
one forecasts that large errors in the estimate of that month’s trend 
price would be very unlikely. Thus if on, say, the Ist January, 1952, 
one wished to predict the price of suits a year ahead all one would 
have to establish is the trend value of wool three months ahead. In 
any case even large errors in f(@, W) lead to much smaller errors in 
P (6) (see page 44, para. 1). Experiments carried out with wool prices 
over the last few years show that very good forecasts of the price of 
suits one year ahead could have been made. 

The crosses in the diagram represent suit price forecasts made 12 
months earlier. It will be seen that up to January 1950 they lie re- 
markably close to the curve of actual (controlled) prices. After that 
date all predicted prices are higher than actual because they represent 
prices of constant quality suits, whereas actual (controlled) prices almost 
certainly apply to suits which were deteriorating steadily in quality. 
The forecast suit prices are still however very near the constant quality 
price curve, which shows that the procedure adopted to find the 
required trend price of raw wool three months ahead is satisfactory. 

The trend price of wool for the ‘ middle’ month was obtained by 
continuing the price trend of the preceding 12 months for a further 
period of 3 months—a perfectly justifiable procedure for the situation 
which existed in 1947, 1948, 1949 and the first half of 1950. A slightly 
different procedure was adopted in the case of the two forecasts 
assumed to have been made in the subsequent 12 months. 

At mid-1950 the outbreak of the Korean war would have led most 
forecasters to believe that wool prices would rise somewhat more rapidly 
than hitherto. The suit price forecast for mid-1951 (0 in the diagram) 
(made at mid-1950) is based on a wool (trend) price which was assumed 
to be about 20 per cent. higher than it would have been in the absence 
of the Korean war. Had the existing trend of wool prices been assumed 
to continue the suit price predicted for mid-1951 would have been 
only about 10-12 per cent. too low (x in the diagram). 
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At January Ist, 1951, prices of wool had already risen to unpre- 
cedented heights and it might have been assumed then that they would 
not rise further (though in fact they did). On this wrong assumption, 
the suit price forecast for end-1951 (o in the diagram) is only about 
7-8% too low. 


Conclusions 

It was thought appropriate before concluding this paper to sum- 
marise in a few paragraphs the functions of the model described. First 
and possibly foremost amongst the uses to which the model can be 
put is the calculation of processing costs (at each stage of the production 
, Process) of articles manufactured mainly from one raw material, when 
—as is often the case—data on costs are not available and cannot be 
obtained. Once the processing costs are known the model can be 
used for a variety of purposes which may be summarised by saying 
that it enables one to calculate easily, rapidly and within known margins 
of error the effect changes in any of the basic cost elements have on 
the final or intermediate products ; there are other less obvious uses such 
as that discussed under (a) in the section on “ Practical Applications.” 
The model should, therefore, be of considerable help to a variety of 
users who hitherto worked rather in the dark and by rule-of-thumb 
methods. Government departments in a controlled economy are 
given a ready means of estimating for instance by how much they 
should allow the price of finished goods to rise as a result of increases 
in raw material (or other) costs. In the private sector of the economy 
individual manufacturers (particularly vertically integrated concerns) 
can obtain quick answers to questions such as: “‘ By how much can | 
undercut my competitors if 1 accept a reduction in net profits at one 
or more stages of the production process ?”’—or “ Is it worth my 
while spending some money and effort reorganising the processing side 
of my business and at what stage is it most profitable to do it? What 
will be the effect of such a reduction on the price of the final product ? ” 
The list of uses and users could obviously be lengthened a good deal. 

Owing to lack of space the errors to which estimates obtained with 
the help of the model are subject could not be discussed in detail. It 
must therefore be taken on trust that by and large the errors in estimates 
of finished goods prices are likely to be reasonably small—a good deal 
smaller than the individual errors from which they derive, e.g. an error 
in f(W) due, for instance, to an incorrect assumption about the method 
of costing raw materials. Whilst the model as it stands may not be of 
universal application even for finished goods manufactured essentially 
from a single raw material, it does provide a general framework for 
cost analyses. Relatively small alterations in the algebra should make 
it suitable for a large variety of products. 


London. 
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Overseas Trade During the Napoleonic Wars, as 
Illustrated by the Records of W. G. & J. Strutt 
By R. S. Fitton 


SThe records of W. G. and J. Strutt have been loaned to the University 
of Manchester by the English Sewing Cotton Company Limited. The 
firm was founded by Jedediah Strutt, who with his brother-in-law, 
William Woollatt, and with John Bloodworth and Thomas Stamford 
entered the hosiery business in Derby in 1758, the year in which Strutt 
obtained a patent for his Derby Rib Machine. In 1762 the partnership 
was terminated and Strutt and Woollatt persuaded Samuel Need, a 
wealthy Nottingham Hosier, to join them. The business prospered and, 
in 1768, Richard Arkwright sought financial assistance from Strutt 
and Need and entered into partnership with them for the purpose of 
cotton spinning. In 1781 the partnership was dissolved by Strutt who 
retained the Belper and Milford mills built by the partners, while 
Arkwright retained the mill at Cromford. Upon Strutt’s death in 1797 
the business was carried on by his three sons and at the conclusion 
of the Napoleonic Wars was the largest cotton spinning concern in 
England and Wales. p 

The Strutts’ records throw light upon the foreign trading activities 
of the firm during the Napoleonic Wars. While the value of Strutts’ 
direct trade with Europe and the Americas was small compared with 
that in the home market, letters and accounts reveal the channels 
through which the firm disposed of its manufactures and the obstacles, 
peculiar to the years of the Napoleonic Wars, which they encountered 
in the conduct of foreign trade. 

In March, 1802, the Treaty of Amiens restored peace in Europe 
for a period of twenty months, the break in the Anglo-French war 
being a time of considerable trade activity. From the recommencement 
of hostilities in May, 1803, however, the foreign intercourse of the 
belligerents was carried on under changed conditions, the brilliant 
victories of 1805-06 having offered Napoleon opportunities to close 
England’s markets over a wide area and so undermine her commercial 
stability. When, however, he attempted to expand the Continental 
System under the Berlin decree of 1806 and the Milan decree of 1807 
he was less successful, since the British navy had, at Trafalgar, ensured 
fairly effective control of the seas. Britain replied with Orders in Council 
which practically declared illegal all trade with France and countries 
subject to her control, and from this time until 1812 extraordinary 
methods were used to send English goods into Continental countries. 

1 J wish to thank the Directors of the English Sewing Cotton Company Limited, 


for the loan of the Strutts’ Records to the University of Manchester and for their 
assistance in the carrying out of research into the material. 
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During these years of commercial warfare the Strutts were making 
efforts to find an entry for their goods into the Continent via the various 
Mediterranean outposts. In August, 1806, E. Viale writing from 
Gibraltar acknowledged receipt of a Bill of Lading and Invoice for three 
trunks, containing in all 180 dozen men’s cotton hose, per the 
“Harmony”. The Strutts valued these goods at £255 15s. 4d. Upon the 
safe arrival of the vessel Viale was to dispose of the hose to the best 
advantage in return for which his expenses were to be defrayed and he 
was to receive a commission of 5 per cent. on the total receipt for the 
goods. It is clear from the correspondence that Viale had been 
put into touch with the Strutts by the London house of George 
Sandeman & Co. 

No definite information regarding the consignment to Gibraltar 
became available until July, 1808, when the Strutts received from 
Sandeman & Co. a letter which Viale had addressed to Gordon & 
Murphy of London. Sandeman & Co. informed Strutts that, though 
Viale’s neglect of the business was most unaccountable, the property 
was safe and that if word were not received within a reasonable time 
it would be proper for them to employ some person at Gibraltar to 
take possession of the two trunks Viale stated were in his store and 
receive the proceeds of the trunk he had already sold. 

The reason for Viale’s delay became apparent when, on November 
Ist, 1809, he forwarded “‘ accounts disadvantageous to all parties ”’. 
Total receipts for the hose amounted to £213 3s. Od., payable in bills 
at one month, ten days sight and on demand. 

The Strutts doubted whether the money received from Viale corres- 
ponded to what was their due at the current rate of exchange with 
Gibraltar and only after great difficulty was the matter resolved by 
referring to the lists received at Lloyd’s Coffee House. The loss on 
the consignment was estimated at £32 12s. 9d. 

In May, 1807, the Strutts consigned from London, per the ‘‘ Speed- 
well ’’, four trunks of hosiery to Holland Ash & Co., at Messina. The 
goods were valued at £398 Os. Od. On September 19th, 1807, three 
Bills maturing on November 12th were sent in payment for goods sold, 
while a letter of January 16th, 1808, advised that Strutts’ account 
was to be balanced by a bill at sixty days for £195 7s. 7d., drawn on 
Humble & Holland of Liverpool and payable in London. Holland 
Ash & Co. regretted that further consignments of hosiery could not be 
recommended. Complaints had been received from the purchaser of two 
trunks while the remaining two had of necessity been sold by auction. 

In May, 1808, goods valued at £177 18s. ld. were consigned to Thomas 
Sykes “at Joacquim Vieira’s, Madeira”. E. L. Macmurdo, acting 
on behalf of Strutts’ paid insurance at 6 per cent. on the goods, and 

_in October, 1808, a premium of £3 . 8s. Od. was returned to Strutts’. What 
happened to the consignment is not possible to ascertain but that all 
was not satisfactory is inferred in a letter received from Macmurdo in 
June, 1810. Macmurdo apologised for his inability to give the Strutts 
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information respecting some wine they had long been expecting to 
receive from Vieira, but added that Thomas Sykes was now at Madeira 
and would look into the matter. It was not until 1816 that the Strutts 
heard what had become of their venture: Vieira had compounded 
with Sykes for 2s. in the £. 

The remaining information available concerning the Mediterranean 
trade relates to consignments of goods, probably hosiery, to William 
Welton Barker at Palermo, Sicily, during the years 1805-08. There 
is no evidence as to how Barker disposed of the goods, but it seems 
that Macmurdo played some part in the transactions. Payment was 
rendered in bills and cash. Strutts’ estimated that losses on the con- 
signments to Sicily amounted to £43 Os. 7d. 

In north-western Europe the island of Heligoland and the town 
of Tonningen, in Schleswig, a few miles north of Hamburg, served the 
same purpose as the Mediterranean outposts in being convenient bases 
for the shipping of goods into the Continent. Strutts’ had some part 
in this trade for in September, 1809, a letter from Hull advised that 
“the 3 bales ... are not yet come to hand. When they do we shall 
be oblig’d to land them as we have no Shipping at present for Ton- 
ningen or Hambro’ nor do we expect we shall have while there’s an 
alteration of affairs on the Continent, if you would have them any 
other way disposed of please let us know your directions.”” Unfor- 
tunately there is no indication as to Strutts’ reply. 

Before 1812 Strutts’ sold only a small quantity of goods direct to 
customers on the Continent, but there can be little doubt that some of 
the goods purchased by merchants in this country were destined for the 
European market. 

In March, 1808, Edward Hughes & Co. of Birmingham, to whom 
Strutts’ had supplied yarn since 1801, wrote to say that “ owing to the 
unfortunate existing affairs on the Continent we are prevented from 
reaching our property from there and that alone has prevented us from 
paying you... we have great hopes that we shall soon receive something 
as several of our friends have written to us to say that they will remit 
after Easter Fairs if they can send without risque”. In November, 
1814, Strutts’ received a dividend of 5s. in the £ from Edward Hughes 
& Co. Explaining the delay in payment, Joseph Shore, a Birmingham 
merchant and trustee, observed, “‘ Considerable debts are owing the 
Estate at Hamburg ; Konigsberg, Dantzig, Warsow, &c. from whence 
untill lately the Trustees could not even obtain letters... .” In 1815 
the Strutts were still attempting to obtain payment for their goods. 
Their efforts proved unsuccessful. 

That quantities of Strutts’ goods reached Continental markets by 
indirect channels is also implied in a note from Thomas Shipman, 
Strutts’ London agent, who, writing in August, 1808, stated that 
Lidderdale & Foy of Lime Street, London, objected to being considered 
accountable for samples valued at one guinea sent through them 
to Hamburg. Lidderdale & Foy, Shipman observed, never charged 
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for samples sent by themselves and Strutts’ samples were sent at 
Sandeman’s request “‘ as they do wine ”’. 

After the definite collapse of the Continental System and the repeal 
of the Orders in Council in 1812 the extraordinary devices which had 
been adopted in order to send English goods into Continental countries 
became unnecessary and Strutts’ immediately began to send large 
quantities of yarn direct to customers in every quarter of the Continent. 
Before the Treaty of Amiens only a few small orders for hosiery or 
yarn had been sent direct to traders in Paris, Berlin, Frankfurt-am-Main, 
Hamburg and Vienna. 

Unfortunately, the advantages British manufacturers and merchants 
might have derived from the change in Europe were largely discounted 
by the. United States’ declaring war on Great Britain at the very moment 
when the repeal of the Orders in Council was being announced. It 
was not only England’s commercial intercourse with the Continent 
that was impeded by the Napoleonic Decrees and Orders in Council, 
but also the commercial intercourse of the United States. The effect 
of the Orders in Council on that country was to intensify the already 
existing friction with Great Britain and to call forth another series of 
restrictive measures culminating in the declaration of war in 1812. 

Between 1805 and 1811 the Strutts consigned trunks of hosiery to 
Thomas Ogier of Charleston, South Carolina. Ogier, after disposing 
of the goods as best he could rendered payment in cotton and in bills. 
A difficult decision lay behind the problem as to the best method of 
remitting funds to England. Bills of exchange or drafts on London 
could be bought, but there existed the alternative of making payment 
in commodities or shipping coin or bullion. The first of these seemed 
the easiest provided good bills were obtainable in Charleston, and an 
advantage to Strutts’ of payment by a sterling bill was that they knew 
exactly how many pounds they were to receive in payment for their 
goods. Payments in products were likely to result in relatively large 
profits or losses owing to price fluctuations. This method obviously 
involved a greater degree of risk—especially in years of commercial 
warfare. 

Strutts’ first consignments of hosiery to Charleston took place in 
August, 1805, and March, 1806, when goods valued at £977 7s. 7d., 
or 6 per cent. in excess of Strutts’ London shop price, were despatched. 
How Ogier disposed of the consignments is not known, but payment 
was made by two bills at sixty days for £413 5s. 6d. and by 41 bales of 
bowed Georgia cotton valued at £620 13s. 1ld. On the arrival of 
these goods Strutts’ found that the two bales of cotton contained 
stones and dirt. The matter was reported to Ogier who eventually 
received compensation amounting to £11 16s. 7d. from the merchant 
who supplied the cotton. 

In November, 1807, Ogier acknowledged the receipt of a further six 
trunks of hosiery valued at £365 3s. 4d. Business, he reported, was 
at a standstill because of the uncertainty caused by the ‘‘ Chesapeake 
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Affair’, and he had been unable to dispose of the goods on account 
of their being too highly priced. 

Three months later Ogier was able to advise that Strutts’ six trunks 
of hosiery had been sold. One of the trunks had been disposed of by 
auction, a method of sale which was not in the best repute, as goods 
which had been damaged, or goods for which immediate cash was 
required, were usually placed in the hands of an auctioneer for sale. 
In all, the takings on this consignment amounted to $1,929.34 of 
which $1,680.95 came from the sale of the five trunks. Net proceeds 
came to $1,441.93 or £336 9s. Od. at the prevailing rate of exchange. 
This was a loss to Strutts’ of £28 14s. 4d. 

At the time of the “ Chesapeake Affair ’’ Jefferson had resisted all 
demands that the United States declare war, and to punish the belli- 
gerants for interferences in the commerce of the United States induced 
Congress to pass an Embargo Act forbidding vessels to leave United 
States’ ports for foreign destinations and excluding from America any 
goods which came from France or England. 

A letter from Ogier on September 17th, 1808, indicated that, in 
accordance with Strutts’ instructions, the net proceeds of the hosiery 
had been invested in bowed cotton of the finest quality, at 14 cents 
per lb. and that after the Embargo was lifted the cotton would be 
shipped to England at the-earliest opportunity. Strutts’ had believed 
that if their stockings were not sold until the Embargo was imposed 
they would fetch a much better price, but Ogier advised that this was 
not the case, money and credit being very scarce and people having 
become ‘“ great economists”. As a device for coercing Britain or 
France, the Embargo Act failed miserably and in March, 1809, just 
before going out of office, Jefferson was obliged to sign the substantial 
repeal of this unpopular measure. 

In April, 1809, Ogier was able to inform Strutts’ that, “‘ since the 
partial repeal . . . of the Embargo laws, cotton has been shipped from 
hence [Charleston] for England by the circuitous routes of Florida, 
St. Bartholomews, and Gottenburg, but from the great expense attending 
this mode I have not felt myself justified to ship without your order; 
the freight from hence to Amelia Island in Florida is 14 cents per Ib., 
from hence to England (at present) 124 cents per lb. and 10 per cent. 
primage, exclusive of which there is an import duty of 174 per cent. 
and an export duty of 64 per cent., valuing all cottons at 12 cents per 
Ib. paid there, besides commission and charges for re-shipping”’. Two 
months later Strutts’ heard from Ogier that, in accordance with their 
instructions, 39 bales of bowed cotton had been consigned to Samuel 
Hope, a Liverpool cotton broker, per the “ Sally ”. 

The value of Ogier’s goods and services at this time was $14.8 in 
excess of the sum received from the sale of Strutts’ goods. The balance 
in Ogier’s favour remained until February, 1811, when a cash payment 
of £3 5s. 8d. by Strutts’ settled the account. Profits on the six trunks 
of hosiery amounted to £88 Os. 3d. 
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The revolt of the Spanish colonies during the Napoleonic Wars 
opened up the possibility of a large direct trade with England after 
1808, and taking advantage of the situation then prevailing in South 
America, Strutts’ consigned three trunks of hosiery to Benjamin and 
Samuel Winter & Co., in Rio de Janeiro. B. & S. Winter had also 
houses at Leeds and at Buenos Aires. 

It seems that the goods were consigned with the motive of quick 
profit in what was considered a seller’s market, a market concerning 
which Strutts’, in common with many other firms, possessed little or 
no knowledge. On April 8th, 1809, B. & S. Winter & Co. of Rio wrote 
' that the ribbed stockings forming the bulk of the consignment were - 
little worn there. By this time one trunk containing 33 dozen hose 
had been disposed of at three months’ credit and as it was impossible 
to secure a bill for the exact amount B. & S. Winter & Co. said that 
the Leeds house had been instructed to send Strutts’ a Bill for £77 9s. 10d. 
at thirty days to balance the transaction. 

To consign the right wares of the right quality was almost as difficult 
as deciding upon the proper quantity and B. & S. Winter’s letter con- 
tained a list of the kinds of hosiery suitable for consignment to Rio 
and to Buenos Aires. Requirements for the two places were very 
different. 

By April, 1809, another trunk containing 33 dozen hose had been sold 
for Rs. 310/270, net proceeds amounting to Rs. 238/783 or £70 12s. 9d. 
Benjamin and Samuel Winter’s house at Rio received in payment Bills 
at two months. The Leeds house informed Strutts’ of this transaction 
in August, 1809, enclosing a draft at 30 days on J. Denison of London. 

The remaining trunk was not disposed of until 31st August, 1810. 
In the meantime Strutts’ were attempting to discover what had become 
of their property and in January, 1811, heard from Leeds that the trunk 
had been sold for £62 6s. 3d. A draft on Denison for this amount 
was enclosed. B. & S. Winter, while regretting the long delay in dis- 
posing of the trunk, explained that no sale of the ribbed hose would 
have been possible but for their granting six months’ credit on the 
greater part of the hose sold. 

Strutts’ consigned no more goods to South America. The break 
of the boom may have influenced their decision. Losses on the three 
trunks were calculated at £38 13s. 3d. 

It is, of course, a matter of common knowledge that foreign merchants 
visited England, and in 1810 John Jones of Montreal, came to London. 
As a result of this visit, in May of that year, the Strutts’ consigned to 
him three trunks of goods per the ‘“‘ Mary’. The merchandise arrived 
at Montreal in September, the vessel having had a long passage across 
the Atlantic. 

Writing from New York on January 18th, 1811, Jones observed 
that “the earlier Vessels which had previously arrived at Quebec and 
Montreal, upwards of 350 Ships and Brigs, threw into the Market such 
a super abundance of every description of goods that . . . I thought 
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it most prudent to keep the majority of the goods I had shipped . . . 
rather than make those Sort of Sacrifices which several houses were 
doing by making a forced sale . . . [and] I have no doubt that this 
Spring will enable me to make a more profitable Sale of the Goods I 
have on hand, and afford me an opportunity of making You an early 
Remittance.” 

The importance of foreign trade along the Atlantic sea coast of 
North America is one reason for the strikingly large proportion of 
foreign news printed in the press of the day. Letters from distant 
parts of the world were reprinted and read with interest by all con- 
cerned in foreign trade and correspondents supplied additional infor- 
mation to English houses. Jones thus described the situation in New 
York in January 1811: ‘‘ Twelve of the first Houses in this City are 
expected to Stop Payment. Those already made Public are Coup 
Ellis & Shaw, Furguson & Day, John Patrie & Co. That in a few 
days the Non-Importation Bill will be put in force. The United States 
Bank have stopt all accomodation to the Merchants, and the conse- 
quence is expected to be serious. That the Charter of that Bank soon 
expires, and that the Democratic Party are using all their influence to 
prevent their obtaining a new One”’. 

Affairs were now hastening to a crisis with the United States. An 
important factor was the American Non-Importation Act which, as 
Jones forecast, came into force at the beginning of February, 1811. 
From this time the United States was cut off from direct trade with 
England and all signs pointed to war between the two countries. A 
letter of May 27th, 1811, informed Strutts’ that trade was very bad, and, 
whatever the reason, Strutts’ obtained no payment for their yarn 
sent to Montreal in May, 1810. “‘ All lost, finished”, is written in 
red ink across Jones’s account—a comment not uncommon in the 
Strutts’ ledgers. 

As in the case of their European trade Strutts’ total direct sales to 
the Americas were infinitesimal in quantity as compared with those 
to London and the hosiery manufacturing centres of Great Britain. 
What quantity of Strutts’ goods were bought and exported by mer- 
chants who placed definite orders or who relied on regular supplies 
in the market it is not possible to ascertain from the accounts, and, 
unfortunately, few letters relating to the question are available. But 
that some of Strutts’ manufactures were purchased by merchants for 
export to America is implied in a communication from Samuel Wilson 
of Liverpool, in June, 1816. Wilson informed Strutts’ that ‘‘ the 
present great depreciation of goods in America rendering it impossible 
to effect Sales without a very ruinous loss, I am consequently deprived 
of the remittances from thence, upon which I depend for the means 
of meeting the demands of my creditors . . .” Strutts’ had traded with 
Wilson since 1809 and it can reasonably be inferred that quantities 
of goods purchased by merchants from Strutts’ found their way to 
the Americas. 
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It is well known that in these years of war commerce between Britain, 
continental Europe and North and South America was conducted by 
roundabout routes and through peripheral ports. Thus Heligoland, 
Tonningen, and Gothenburg were at one time or another important 
centres of illicit trade with Northern Europe; Malta and Salonica 
served the same purpose for Southern Europe; and several places, 
including the Swedish island of St. Bartholomew in the West Indies and 
Amelia Island on the American mainland became entrepéts for illegal 
commerce with the United States. The records of the Strutts’ add 
something to the story of the way in which British manufacturers and 
traders circumvented the barriers to free intercourse and of the costs 
of the partial success they achieved. 


Blackpool. 
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The Prescriptions of the Classical Economists' 


By S. G. CHECKLAND 


I 


One of the responsibilities of those living in an age of dissolving 
beliefs is to see that the good parts of earlier thinking are not lost. 
Even those who regard economic liberalism as a dead cause would do 
well to consider the nature and significance of Professor Robbins’s 
new inquiry into the classical policy prescriptions. 

No policy system, once politically potent, will be allowed simply 
to fade away; its break-up will be hastened by those seeking to appro- 
priate certain fragments of it, and those who wish to destroy others. 
Today, those who draw their theory of policy in the main from the 
English and Scottish classical writers find themselves embattled upon 
two fronts. There are appropriators who would present one of the 
two principal ornaments of that school, Ricardo, as chiefly significant 
as contributing to the preliminaries of Marxism; and there are 
patronisers who treat the classics as devoid of virtue, the dubious 
apologists of the impotent state. Professor Robbins, though not 
unaware of the first category, addresses himself in the main to the 
second. He enters upon the task of rehabilitating the English classical 
economists as a source of policy, It is high time, he believes, that 
their real positions should be plainly stated. Ostensibly he has under- 
taken a purely historical and descriptive exercise in exposition. But 
the book is a good deal more than this; it is provocative at three 
different levels, each with its peculiar interest. He gives us his attitude 
as an eminent contemporary economist toward present-day treatment 
of the study of earlier systems in general, and of the classical case in 
particular. Secondly, he deals vigorously with the mis-statements 
he believes to be current about Adam Smith, Bentham, Malthus, 
Ricardo, the Mills and the rest. Finally, he discusses what the classical 
system, in its positive aspect, really stood for. 


II 


Every body of thought capable of leading to social policy must have 
roots running well below the surface of immediate events, to link even 
the political extemporisers to what has gone before. When such a 
system appears to be at the height of its power, practitioners find their 
guidance (perhaps selectively) from writings fresh from their contem- 
poraries or elder teachers. In this phase of ascendency there is a cres- 
cendo of argument between the orthodox with their maddening certainty 

1 The Theory of Economic Policy in English Classical Political Economy. By 
Lionel Robbins. London: Macmillan & Co., Ltd. 1952. xii+ 217 pp. 15s, 
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and their enemies with their fierce but often ill-considered criticism. 
When the time of authority is passed, the positions are reversed. Some 
group of erstwhile critics now assumes the oracular role, treating the 
declining orthodoxy as the leading case of fallacy detected; the latter 
must assume the unaccustomed posture of offence. But before much 
can be done in this direction it is necessary to deal with the state of 
mind which the new mentors have instilled as part of their victory. 
The older system must be cleared of the charges of primitive error 
before its positive virtues and contemporary relevance can be demon- 
strated. 

For the thinker who concerns himself with the relationship between 
thought and policy there is only one safe way to avoid the complacency 
of the orthodox or the stridency of the critic. He must become a his- 
torian per se finding his joy in recording, and not in sermonising or 
refuting. He must be a student whose task it is to present what was 
thought, whose ardour stems only from the desire to record the activities 
of the human mind in a particular direction; he must be free from 
involvement with the truth or falsehood of the thoughts themselves. 

But for him who thinks that a system has been grossly maligned, this 
will not do. It is necessary to enter upon the debate itself, so that the 
wrong ideas entertained by undisciplined minds may be sufficiently called 
into question. Such a protagonist will find plenty of ammunition to 
hand; in fact, no small part of his task will be to avoid embarrassing 
himself with it. For by this time two levels of discourse will confront 
him. On the one hand there will be the system itself, to be assembled 
from the dicta of its chief contributors, and on the other there will 
be the simplifiers. Those using the system to impel society in a chosen 
direction will offer their virtuous caricature; those who seek to serve 
other ends will present a sort of caricature of a caricature. 

Some readers may be deterred by the postures Professor Robbins 
adopts both with respect to his friends and his enemies; he may appear 
a little unkind to those who, like himself, have defended the classics, 
and to write as though “I, even I only am left’. For though there 
may not be seven thousand still in Israel, yet there are not a few who 
remain faithful. And though economic thought certainly merits more 
attention than it receives in British Universities, and though it may well 
be that the contemporary analogues of Marshall, Edgeworth, Foxwell 
and Cannan are imperfectly informed on these matters, it is hardly 
true to say that “in most centres of study, this kind of knowledge has 
come to be regarded as a very unimportant embellishment.” Then 
there is Professor Robbins’s treatment of his enemies. The distinction 
between an exposition and a polemic is apt to wear thin in face of the 
repeated implications of the unworthiness of his opponents, without 
(with the exception of Lord Lindsay) saying who they are. If an 
author deserves refutation, he deserves identification. We should know 
better where he stood if there were explicit references to the followers 
of Comte, Marx, Roscher, Ruskin or Veblen, 
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The question of course arises: what degree of solidarity can we safely 
regard as subsisting between those included in the classical school ? 
The classics, in Professor Robbins’s eyes, were (contrary to what many 
have said since the late ’thirties) fundamentally united in matters of 
policy and the theory leading to it. He is disposed to discount the 
Ricardo-Malthus debate on which Lord Keynes used to dwell. It is 
a pity that the complete correspondence in Mr. Sraffa’s edition was not 
available for the discussion of this matter. Emphasis is laid upon the 
fact that even Malthus, in spite of his reservations on free corn, was 
at one with the rest in wishing an extensive removal of the barriers to 
trade. But surely Malthus and many more who regarded themselves 
as followers of Smith had grave misgivings about the direction in which 
the System of Free Economy would lead Britain, involving among other 
things a class revolution and the oblivion of the traditional agricultural 
society. 

It is certainly true that the economists closed their ranks when con- 
fronted by people like Robert Owen, and that to the vulgar they all 
seemed to say much the same thing. But if Malthus is to be counted 
prominent among them, account must be taken of his serious concern 
about unchecked industrialism and the case for exposing the social 
and political structure to whatever changes the free system might 
involve. It is probably true that their agreement was greater than their 
disagreement, but to bundle disputants together on the basis of such 
an algebraic sum is likely to obscure the most interesting parts of the 
debate; the mild Malthus was distinctly annoyed when the Ricardian 
system appeared in the Encyclopedia Britannica. 

The solidarity of the classical pundits as described by Professor 
Robbins was reflected in the unanimity of their disciples. He feels that 
an earlier generation would have found his argument obvious, though 
many contemporary readers will be taken aback by its novelty. But 
it is not at all clear, especially in view of the well known difficulties of 
deciding where Mill, the chief intellectual progenitor of that generation, 
actually stood, that the minds of our parents or grandparents were 
really so well assorted. Perhaps they too would have been grateful 
for this first serious attempt to view the policy implications of classicism 
as a whole. 

But how are we to arrive at the essence of such a system, in terms 
of its meaning to society? Is it enough to assemble from the works 
of its authors its principal themes, accompanied by their reservations 
and caveats ? Can we by this proceeding both exclude the extraneous 
and include the essential? Professor Robbins appears to share the 
belief that the best way to discover the classical position is to have direct 
recourse to the texts. There is something admirable in getting down 
to what the man “ really ” said, but only if the very considerable time 
and effort required are in fact available to the student. The problems 
of gaining a correct perspective are, as he demonstrates, very great. 
Some utterances are clearly dubious as to the degree to which they 
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have been reflectively approved by their authors; sometimes dicta of 
different stages of personal evolution conflict; often much is left 
merely implicit. Herein, in fact, lies Professor Robbins’s great service, 
in giving a balanced assessment of heterogeneous statements, as in 
his excellent treatment of the tergiversations of John Stuart Mill over 
socialism. He has certainly gone a long way toward rehabilitating 
the reputations of the men concerned and clearing them of charges of 
feeble thinking. This is the worthy task which he explicitly set 
himself. 

But we must be careful what we infer from such an exercise. Does 
it really tell us the significance for society of what they said? Can 
we look at the system with its freshness and craftsmanship restored, 
and infer that it was a good guide, and might become such again? 
Even with skilful interpretation, do the texts themselves really exhaust 
the matter of the nature and validity of the classical system ? Is it not 
necessary that, in order to get at its real meaning, we must essay the 
more dangerous task of assessing how it would operate upon a real 
society ? Professor Robbins himself in his concluding section emphasises 
the distinction between a statement of the classical precepts and a 
judgement of their validity. It is greatly to be hoped that he will also 
undertake the second task so that provocation in the best sense may 
be given to contemporary debate. But the question remains to haunt 
us: can we safely separate these two elements, judging a system in 
one court as to its assumptions and forms of reasoning, and in 
another as to its validity for society ? 


Ill 


The discussion centres in the main around the question of the classical 
bona fides. Are the charges against them the result of inadequate 
textual research, or do they represent something real? Professor 
Robbins strongly inclines to the first view. 

Certainly misrepresentation and misunderstanding have accumulated 
about their system since it first outraged the country squires, the 
Governors of the Bank, the traditionalists, the dabblers, and the 
sensible men of business. The first three chapters on the System of 
Economic Freedom, the Economic Functions of the State, and the 
Condition of the People, take as their form the statement of misappre- 
hension and the argument of disabuse. The two chapters on the 
Classical Economists and Socialism that follow consist rather of 
straightforward exposition; the classical writers’ case against Socialism 
seems to have attracted much less attention than the claims for their 
own system. The final chapter gives us a general perspective of the 
classics, gathering and re-sorting their positive attitudes. 

The erroneous statements to be corrected make a formidable list. 
They fall into several categories. There are those that impugn the 
integrity of the classics—charges that they were conscious apologists 
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for a system favouring themselves. There are the less sordid, but no 
less invidious suggestions that they were the slaves of some grand 
delusion of system which produced a long string of dogmatic corollaries. 
Then there are those failings that stem from one or other of the above; 
charges of heartlessness and failure to appreciate the point of view 
of the less fortunate, the view that they distrusted the labourer 
when organised for economic action, and in sum that the principle of 
non-interference was a panacea. 

So far as conscious class interest is concerned the classics must, if 
we can judge such things at all, be acquitted. They did not choose 
for themselves the role of apologists for a dominant class; Professor 
Sayers has rightly said of Ricardo that “his heart was right in the 
midst of humanity’. They were of course aware that such charges 
were levelled at them, and no one who takes Professor Robbins’s advice 
and studies them as men can fail to be aware that they conscientiously 
searched their own minds on this matter. It is certainly time that 
the nonsense of deducing a man’s philosophy from his source of income, 
his position, or his milieu should cease. One is reminded of a re- 
sounding rebuke adminstered by C. R. Fay to a writer of some years 
ago who belaboured Marshall for Cambridge-bred academicism. 
Perhaps, wrote Mr. Fay in his review, Marshall might have escaped 
the charge had he lodged in Finsbury Park or Tooting. 

But in defending the compassion and integrity of Ricardo against 
Lord Lindsay, Professor Robbins may have fallen into the error he 
perceives in others, namely over-blackening the foil he has selected. 
Lord Lindsay is described as having written, in effect, ‘‘ The Classical 
Economists were primarily interested in profits, and they defended 
subsistence wages ’’. Professor Robbins adduces convincing evidence 
that, far from indifference or hostility, they cared a great deal about 
the level of real wages. But to express sincere aspirations for the working 
classes does not in itself obviate the possibility that one’s system places 
narrow limits to their attainment. The point at issue here is, what did 
they think most likely to be the wages picture in fact ? 

There is a recurrent confusion between what Ricardo, and the others, 
‘“‘ approved”, and what they thought likely to be the real outcome. 
Surely we should expect him to feed into his reasoning on taxes and 
bounties such assumptions about the labourers’ reactions as were 
most realistic to him. This is not merely “a grown-up talk about the 
implications of certain assumptions ” (p. 84) but an attempt to reason 
with relevance. This is not to say anything shameful. It would of 
course be greatly to Ricardo’s credit if, believing the labourers in fact 
likely to behave in a manner prejudicial to society, he frankly said so. 
Nor is there ground for censure that his systematic reasoning and his 
policy recommendations reflected this assumption. His system was 
fairly interpreted to rely for economic progress upon the capitalist 
rather than the worker. Thus Lord Lindsay was right when he said 
of the capitalists that “‘ it was in them that the economists were primarily 
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interested ”, and that the classics ‘ defended ’ profits as the mainspring 
of the system. He would be wrong if he thought they ‘ defended ’ 
subsistence wages in a normative sense, but right if he took them to 
represent the most likely real trend. 

Much more difficult than questions of simple self-interested apolo- 
getics, are those having to do with bias arising from pre-conception 
beyond the power of self-detection. Did the classics suffer from some 
grand delusion of harmony, itself related in some subtle way to their 
own background? Professor Robbins certainly damages the claim 
that the classics were infatuated with some concept of “ Harmonie- 
lehre’’. We are given telling examples of the kind of failures of harmony 
that they described as likely to occur. But here the whole problem 
is one of judging the balance of truth. It is not enough to say that 
the classsics enunciated the principle of freedom, but made such con- 
cessions to intransigent facts that they must be acquitted of “ theolo- 
gical prepossession ”. Though their qualifications about harmony are all 
too often ignored, this is not the point at all. Indeed, to multiply 

-examples of realisation of the limitations of the general formula, to 
point the many “ pessimistic vistas and revelations of clashes of 
interest ’’ which the classics perceived, argues rather for prepossession 
than otherwise. Such reasoning could be equally taken to demonstrate 
that the primary choice of attitude was sufficiently firmly held to out- 
weigh these considerations. 

Surely, too, it is unsound to present, as mutually exclusive alterna- 
tives in judging the classical positions, the relationship between the 
philosophical and economic systems held, and the judging of the latter 
solely in terms of its own internal arguments. In Professor Robbins’s 
view “it is an error to judge the positions adopted in the Wealth of 
Nations by reference back to the Theory of Moral Sentiments ’”’ ; recourse 
should be had to “the merits of the arguments by which they are 
supported in the contexts in which they appear” (p. 25). Regard 
should certainly be had to the “ purely economic argument”. But 
surely it is not enough to demonstrate that the classics presented the 
specific points of their system without recourse to more general philo- 
sophical arguments. This would exhaust their position only if the 
case were in fact conclusive, both as to assumptions and reasoning; 
in short, if economics is regarded as a self-contained discipline with 
its own sufficient criteria. But this is seldom so; ‘judgement ” is 
rarely absent. If the forms of strictly economic proof leave us with 
a number of less than conclusive cases, we may at least hark back to 
the elaborate statements of general philosophy such writers have made 
available. Certainly we need to know much more about the working 
of the human mind before this procedure can be safely precluded. 

One can understand Professor Robbins’s feeling on this matter, for 
many of the reprehensible statements of which he complains have had 
their origin in the attempt to investigate, without due humility, the 
general problem of a man’s philosophical system (involving of course 
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his values) and his thinking about a specific field of behaviour. Yet 
this is hardly sufficient grounds for such inquiries to cease. Nor does 
it stop Professor Robbins from implying philosophical predilection 
in his opponents. Indeed, he clearly thinks the disciples of Hegel 
intoxicated with system (one may have “‘ too much Hegel when one 
is young’), but those of Bentham largely immune. Like Cairnes, he 
is afraid that those who say all thought is one will cause economics 
to dissolve into universalist fatuity. It is curious that a system of 
economics like neo-classicism, depending so heavily on a subjectivism 
which clearly owes a good deal to the Lockean metaphysic, should 
produce so many strong advocates of a policy of no truck with the philo- 
sophers. It is this same belief in the independent integrity of 
economic reasoning that makes it possible to present, as two distinct 
exercises, the nature of a system, and the judgement of its validity. Yet 
this element of truth remains in Professor Robbins’s position—that no 
simple linkage exists between some overriding philosophical corpus 
and a subsidiary economic one. A highly involved process is at work 
here, to be treated with great caution. 

In his desire to show Ricardo as no slave of system Professor Robbins 
attacks certain other preconceptions entertained about him. Ricardo, 
we are told, took the market process as a “ rough pointer and a rough 
discipline”, and would have disapproved of “ exquisite laboratory 
models’. No doubt it is true that he would have used such refine- 
ments with great care in prescribing policy; but it is difficult to believe 
from his own theoretical contribution that he would have scorned 
analytical elegance. No one can doubt that he was himself a ‘ hard 
reasoner’ and delighted in detecting the nethermost implications of 
his assumptions. Though it is of course open to question whether he 
would have approved the particular content of neo-classicism, there 
seems little need to minimise the rigours of his thinking in order to 
make his policies respectable. Then there is the long-standing 
indictment that the classics had no sense of the continuities of history. 
Here again, interesting evidence to the contrary is adduced, and the 
German Historical School, who held this belief, are dealt with in an 
aside which implies their annihilation. But does Professor Robbins 
really dispose of the view that Bentham, the great subversive, and the 
classical school generally, were much less concerned with continuities 
than most ? Again, not so long ago it used to be a point of pride with 
those who conceived themselves in the classical tradition that they 
were internationalist and cosmopolitan in their economics. But 
Professor Robbins argues that the real test for the classical school, no 
less than for mercantilists, was national advantage. Surely the essence 
of their position here was that they argued that there was no such 
antithesis; both ends were served by the system of freedom. Inci- 
dentally, in saying that he thought that Smith’s dictum of the primacy of 
defence over opulence was not questioned by any of the classics has he 
not overlooked Bentham ? — Finally there is the claim that the classics 


68 ’  BCONOMICA [FEBRUARY 


specifically excepted monetary policy from the principle of automatism. 
What is said here is true and significant. But again, is it not going too 
far not to mention that Ricardo and other classics held a cost of 
production theory of money which would certainly conceive the supply 
of precious metals and any convertible paper currency “to involve 
other parts of the market mechanism ” ? 

Most of the charges of ‘ heartlessness’ made against the classics 
stemmed in one form or another from the theory of population. Here 
Professor Robbins re-states the classical view (from the second edition 
of Malthus’ Essay onwards) in an interesting form. “‘ On the analytical 
side”, he writes (p. 71), “it was recognised that the supply price of 
labour was essentially a psychological rather than a physiological 
variable’. More precisely, was it not the case that they thought it 
possible, though they were not very optimistic, that given efforts of 
the right kind, this change might be brought about? In Malthus’ view, 
instruction in the principle of population should take its place alongside 
the three R’s. But did this hope, that the labourers might limit their 
numbers on the basis of some new and hitherto unattained psychological 
outlook, really remove the gloom that Malthus had originally generated ? 
For this to be possible it was necessary that the practice of continence 
should be obviously related to a sure reward. But on the general 
principles of the theory itself this was not so; a married man who 
had accepted the new education and restricted his family would still 
have his rate of wages dragged down by the improvident. Or, per contra, 
if such benefits were real, they would induce the appropriate action 
without mass persuasion. The classical writers who elsewhere empha- 
sised the need for a clear connection between effort or abstinence and 
reward, failed to do so here. Certainly they were not heartless men, 
but they did hold a theory of economic policy in this regard which 
rested upon a shaky foundation, and which rightly or wrongly placed 
the greatest onus for improvement upon the worker. Yet it is no 
matter for apology that the classics had the courage to say explicitly 
where they conscientiously thought the responsibility lay; we could do 
with more of this. 

The result of Professor Robbins’s attacks on the hostile commen- 
tators is rather mixed. He certainly disposes of many crude errors. 
But not all the statements to which he refers, made in critical vein, 
or in the attempt to understand why the classics took the positions 
they did, can be explained in terms of a casual handling of the texts. 
But his assault upon the maligners and impugners will at least stimulate 
an active reassessment of classicism. 


IV 


Having dealt with the detractors, we turn in the final chapter to 
the positive task of piecing the system of prescription together. It is 
true, as Professor Robbins says, that originality at this late hour is 
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not the primary need, and in fact would involve grave danger of dis- 
tortion. But comprehensiveness of the kind he gives us has been indeed 
long called for. Perhaps it is permissible to re-sort its principles in 
descending order of generality. This was precluded to Professor 
Robbins, who, as a lecturer, wisely avoided too much philosophical 
preliminary, but kept his exposition “ earthly ” throughout, by focusing 
on each occasion upon an aspect of policy. 

The ends to be served are to be derived from the principle of utility ; 
it is to provide the “ criterion of the expected results of action”. But 
there were no pretentions to the precision of a felicific calculus, merely 
rough judgements of expediency. The chief means of maximising utility, 
and hence the chief object of economic effort, is consumption. But we 
must take account of it both in the present and the future, and by 
individuals and governments. National, and not cosmopolitan benefit, 
was the typical classical preoccupation; they conceived that human 
loyalties have a limited scope of which the nation-state represented the 
maximum. 

The principle of utility, by antithesis, precludes its rival, that of 
natural law and natural rights, designated by Bentham as “ simple 
nonsense”’. Thus Bastiat, perhaps the most categorical of Jaissez-faire 
economists, is excluded from the classical fold, and Herbert Spencer, 
the most dogmatic of general philosophers to urge the prescription of 
non-interference, is likewise ruled out of court. By sharpening this 
distinction Professor Robbins not only sheds two discredited fellow 
travellers, but also dismisses the ‘charges’ of domination by the 
automatic principle. But with natural law scouted, a desirable system 
of policy cannot spontaneously present itself. It can only be induced 
by artifice. 

From consumption as the chief aim of the whole activity we are led 
to the system of economic freedom. This placed consumers in the 
best position to make their wishes manifest and producers in the best 
position to meet them. More generally the free market has an inherent 
power to reconcile conflicts of interest at all levels and between all 
levels. But this belief is capable of demonstration in economic terms 
and has no significant connection with systems of, automatism or 
natural law. 

This, then, is the dilemma: the principle of utility calls for interference 
and arrangement, the principle of the market calls for freedom. The 
classical solution as presented by Professor Robbins was simple enough 
in outline. Under the guidance of the principle of utility, society must 
demarcate the area of operation for its markets. Then it must 
surround these markets with a framework of rules. This done, 
market forces can proceed with their reconciling function. 

On closer scrutiny the task of framebuilding appears considerably 
more complicated. The framework must perform both positive and 
negative functions. The outer frame, as it were, has three roles: as 
guarantor of the law of property and the system of distribution ; secondly 
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as an ameliorator of the position of those not capable of meeting the 
full duties of individualism (education, protection of women and 
children) and thirdly to act where the market has defaulted (sanitation, 
roads, etc.). The inner frame prescribes the operation of the market 
itself, but largely in the negative way of prohibition and the minimising 
of coercive positions. 

As much of the framework as possible should be self-liquidating ; 
that is, so to operate upon society as to render its own existence redun- 
dant. This was plain enough where society was to be weaned from 
paternalism (p. 184). Education was to produce a collectivity of 
individuals who could reconcile themselves to one another without 
jurisdiction. But rather less was said about the withering away of the 
other elements of the frame. How could the state conduct a withdrawal 
where the market failed to discharge functions essential to society, 
and where it showed no signs of immunising itself against monopoly 
abuses ? 

A further problem appears. Was the framework to be instituted once 
and for all, and then work towards its own liquidation, or were fairly 
frequent adjustments called for? Clearly the more often the need 
to alter the frame, the greater the element of ‘ interference’. Much 
has been made of the Smithian warning of the “ innumerable delusions ”’ 
of those who seek to “ superintend the industry of private people ’’. 
But if the artificial society the classics are presented as desiring is to 
be created, we must reason closely about its working. We may be able, 
by taking thought, to exempt ourselves from much of the task of inter- 
ference which the mercantilists, for example, attempted; but if we are 
to be frame-setters on the scale Professor Robbins believes the classics 
thought appropriate, we cannot evade the duty of understanding—we 
must penetrate the “innumerable delusions”. But many of the 
classical arguments about impossibility in the field of government 
policy stemmed directly from the difficulties of understanding what 
was likely to happen. You may be prepared to take a big jump and 
say that the ‘frame plus market’ approach is inherently capable of 
rendering the problem so much simpler than would be involved in the 
“unnecessary attentions ’ which Smith condemned. But this certainly 
requires demonstration, in view of the range of matters to be supervised 
through the frame. In short, is not the classical view, as Professor 
Robbins presents it, as vulnerable to delusion as that taken by those 
who disdain the fiction of the frame and operate more directly? In 
this matter of acting upon the market mechanism, is the distinction 
really so significant, between those who meddle from without and those 
who tinker from within ? 

What of the philosophical problem ; what really is choice? Is it 
damaged or left intact by governmental alterations of the frame? 
Do price movements produced by monetary policy damage the concept 
of individual choice ? Can we really escape by arguing that the frame 
has been changed equally for all? It may possibly be true that an 
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attempt to control everything would result in general failure to compre- 
hend and to choose, but on the scale of market intervention more 
usually advocated in this country, the balance of difficulty is not 
obvious. Are there not dangers involved in investing with a false 
sanctity a concept of this kind ? 

This, then, is the great question: to what degree, in the classical 
system, was the market an artifact, and to what degree an arbitrator ? 
How far should we supervise conflict by laws setting the context for 
markets; how far should we hope, with Edgeworth, that the market 
itself will cause the crowd of jostling egoists to settle down in the 
utilitarian arrangement? What are the implications of obviating 
conflict by removing it from the field of debate by legal operation, and 
allowing the market to deliver up an at least partly predetermined 
verdict ? If too much is made of artifice through law, surely the charac- 
teristic virtues of the market must fade, less perceptibly, but no less 
surely, than if they had been directly superseded by specific interference. 
Further, the phenomena taking place within the frame may well operate 
upon the frame—the dichotomy may break down by variations in the 
rules brought about by the distribution of the winnings. This of course 
occurs—the market is not merely the creation of the frame, but the 
reverse also is true. 

The classics, for all their common-sense concessions, did not allow 
their case to drift as far as this: for them the market was essentially 
not artifact but arbitrator. They did not concern themselves greatly 
with the implications of the frame as a whole, because it was a collection 
of parts with merely incidental significance. In Ricardo’s view the 
frame should be so small that political economy would be mainly 
used as a guide in taxation, and even this he sought to minimise by 
the surgical operation of a capital levy. 

Has Professor Robbins reassigned the emphasis of the classics, as 
some believe Lord Keynes did with the mercantilists ? Has he taken a 
series of ad hoc policy measures which common sense and common 
humanity told them could hardly be avoided, and moulded them to 
produce a duality between the free system and the frame, implying 
that both held the same place in their minds? At times it almost seems 
that he is trying to steal the thunder of the philosophical idealists who 
wish the state to represent something co-ordinated and positive. 
Bentham and his philosophical system afford the best approach to 
this duality. But for the classical economists per se the matter is not so 
clear. Is it not better to concede that, though crude misrepresentation 
was (and is) certainly practised, the classical economists were guarantors 
and ameliorists incidentally rather than equally, and that their prescrip- 
tions of this sort were of a different order of emphasis and integration ? 
Indeed, it would appear that if a system of ideas is to guide policy, it 
must have a recognised emphasis, however many minor concessions 
may be necessary, in order that conscientious men may know which 
way to push. Though Professor Robbins demonstrates both elements 
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to be present, and in this administers a most useful corrective, the older 
view, taken by Halévy, still remains true, namely that the English 
classical economists gave as their message to their time: let individualism 
operate, but let the state educate or protect anyone who has not the 
full stature of a bargainer, and stand ready to tidy up any incidental 
damage. 


Vv 


What does it signify, whether or not we rightly understand what the 
English classical economists really thought on policy matters ? 

Professor Robbins presents them not as dogmatists, as envisaged by 
their many enemies, but as active searchers, like Dr. Popper, after a 
philosophy of moderation. He describes them as free of mono- 
lithic philosophy, willing, even eager, to recognise the need for impro- 
visation and experimental departure from their leading thesis. The 
degree to which this was true can be argued, but sufficient evidence has 
certainly been adduced to move contemporary opinion some way in 
Professor Robbins’s direction. But he insists that for the classics the 
experiments must be in one idiom only; that of variation in the legal 
framework, eschewing direct control of economic variables. Again it 
might be argued that they were not altogether exclusivist in this regard ; 
but on the whole their leaning was toward general enactments. 

But is it safe to go further and argue that the English classical tradi- 
tion recognised a sharp dichotomy between variations in the framework 
and direct alterations ? To do so is of course to claim that for them 
experimentation in one direction was worthy, but in the other dis- 
reputable. 

The contemporary relevance of the problem is sufficiently obvious. 
Should we preclude experiment of a kind that seems to many to be 
potentially fruitful, because we have shivered at its dangers, and pin 
all our faith on another type of action which to some extent at least 
has been apotheosized as free from error? What arguments from the 
narrow corpus of strictly economic debate can guide us in this, and 
who can tell what predilections from elsewhere may be responsible for 
this exclusiveness ? Is it not better to leave this philosophic antithesis 
alone, and to seek experimentally what each approach may contribute 
to the Open Society ? 


The University of Liverpool. 
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Collected Economic Papers. By JOAN RosBINSON. Basil Blackwell, Oxford. 
1951. xii+ 236 pp. 21s. ; 


No one, so far as I know, has undertaken to write a geography of economic 
thought. Yet such a venture would be far from senseless. Besides the 
well recognised ‘“ schools” which have had a local habitation and have 
taken their name from it, those of Lausanne, Vienna, or Stockholm, for 
example, there are those regional or national characteristics which distinguish 
groups of economists who have had in common with each other a political 
milieu, a national educational system, a church, a physical climate or an 
historical era ; certain recognisable traits shared by the whole group, however 
diverse their personalities and however great their originality. And a still 
more mysterious cleavage seems to divide all western nations into those 
which are and those which are not originators and purveyors, as it were, of 
economic doctrines on a large scale. Can it not be said that economics, 
whether by “ historical accident ” or through inborn temperamental aptitude, 
is predominantly and especially an Anglo-Saxon and Scandinavian subject ? 
With all respect for the brilliance and importance of Latin, Magyar, Slav 
and Teutonic contributions, it can be claimed that our department of know- 
ledge was founded by a Scotsman, built up through the nineteenth century 
mainly by Englishmen, splendidly illumined by Swedes and Norwegians, 
and has become to-day a vast profession in the United States. The quasi- 
monopoly, if such there was, may soon be ended, for new lines of thought 
are being eagerly explored in Italy and France. Might there not in all this 
be matter for an entertaining thesis ? 

These thoughts were prompted by the book under review. Its author is 
a notable iconoclast, a strong exemplar of self-determination in economic 
thought, one of the most ingenious and subtle thinkers that our discipline 
has produced in modern times. Yet she is a main pillar of the recent Cam- 
bridge tradition, one of the torch-bearers of Keynesian economics, that is, 
of the modern orthodoxy, and a superb expositor of Marshallian doctrines. 
Geography will have its way. 

The early nineteen-thirties saw the opening up of two new great regions 
of economic theory, the theory of imperfect competition and the theory 
of employment, the latter perhaps a continent rather than a region. In the 
former of these explorations Mrs. Joan Robinson became, amongst British 
economists, the undisputed leader, whilst in the latter she was one of Lord 
Keynes’s two or three chief lieutenants. But besides these great tasks she 
has in every direction helped to fill in and above all to correct the economic 
map, and the theory of income shares, the theory of money, and the theory 
of international trade owe much to her intolerance of confusion and obscurity. 
There can be few English economists who have given such long-sustained 
ardour and intensity of thought to making the doctrine they propound inter- 
nally consistent, few who have ranged so widely or been able to travel so 
far from their beginnings without losing reverence for those who provided 
the foundations of their knowledge. Of all this there is evidence and illus- 
tration in these Collected Papers. 
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It is a pity, I think, that the very first essay in this coileciion is aiso the 
most difficult, dealing as it does with an extremely subtle and esoteric problem 
of pure theory. To attract the average reader of books on economics one 
does not start with Euler’s theorem, though that piece of mathematics is 
in truth the least of the difficulties that are here to be encountered. Mrs. 
Robinson’s analysis of the famous “ adding-up problem” is an example 
(a very impressive one indeed) of that almost too ingenious technical vir- 
tuosity, of the Lerner-Hicks-Robinson school, which has perhaps made 
economics seem excessively difficult for the wrong reasons. The adding-up 
problem is however one of many matters on which every economist must 
square his own conscience in one way or another, must at least make sure 
that all the difficulties are clear in his own mind, and this first essay is one 
of several where Mrs. Robinson is, I think, pursuing that process. Perhaps 
the best purely clarificatory essay is that on the Concept of Hoarding, which 
every City Editor and every Member of Parliament, as well as every student, 
ought to read before he uses the word hoarding. For those interested in 
the history of theory, the paper on the Theory of Money and the Analysis 
of Output gives a fascinating insight. 

Besides these brilliant pieces of clarification and exposition, there are 
others of a more polemical and more political turn. Would it be unfair to 
suggest that about some of these latter there is a faint aura of the fairy story, 
where every character is either deepest black or purest white, a wicked 
apologist of laissez-faire or a noble victim of it, the stark contrast being 
relieved only by the presence of that eminence grise the higher Civil Servant ? 

It would, of course, be presumptuous of me to recommend this book ; 
it will be found, de rigueur, in every library of economics in the English- 
speaking world. 

G. L. S. SHACKLE. 


Annual Report of the National Food Survey Committee: Domestic Food 
Consumption and Expenditure, 1950. Ministry of Food. H.M.S.O, 
1952. 131 pp. 4s. 6d. 


From 1940 the Ministry of Food have been collecting information about the 
consumption of food in households. An average of about 7,000 budgets 
a year has been obtained, each budget covering a week’s purchases, and 
allowance is made for food from allotments, from gifts and (since 1942) 
for changes in larder stocks during the week of survey. Up to 1951, that is 
for over ten years, this information was treated as confidential, but then 
a tentative first report of the National Food Survey Committee on ‘“‘ The 
Urban Working-class Household Diet ’’ was published. This was a valuable 
historical survey of knowledge about food consumption in the United 
Kingdom, including a summary of pre-war estimates, but it was tentative 
because it only contained survey information about average consumptions, 
usually in ounces per person per week, together with energy and nutrient 
values (per day). Little was added to information which could already be 
inferred by making reasonable adjustments and allowances to other, published, 
national figures. 

Apparently reassured by the reactions to their first publication the Com- 
mittee have now published an Annual Report on Domestic Food Con- 
sumption and Expenditure, 1950 which is a striking advance on their first 
report. The advance is threefold, Information about expenditure as well 
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as quantities involved is given back to 1942, and hence average prices are 
obtained for each of 88 groups of commodities from which a price index is 
calculated. This is a most valuable supplement and check on the food 
section of the index of retail prices, for it always seems to me that the absence 
of published figures of the actual prices used in the compilation of the official 
index is a misfortune. The second and third advances are the analyses 
by social class (i.e., by the gross income of the head of the household) and by 
type of household, especially according to the number of children in those 
households with only two adults (one male and one female). The analysis 
by social class is made possible because the nature of the sample was changed 
in 1950 from a sample of working class households to a smaller national 
sample, hence including rural and non-working class households. One is, 
however, surprised that only 16 per cent. of the heads of households had gross 
incomes over £8 a week. 

The sample is not all that could be desired as information is only obtained 
from 36 per cent. of the addresses primarily chosen, and the use of secondary 
addresses does not seem a fully satisfactory substitute because it will not help 
to correct the under-representation of households where the wife is frequently 
out. Further, many families may “idealise” their consumptions whilst 
being closely watched, a factor which may account for the general drawings 
on larder stocks during the week of survey which are stated to be due to the 
survey encroaching on shopping time. It is however difficult to see how the 
sample can be made more satisfactory in these respects. There is, never- 
theless, one problem which might be tackled and commented upon more 
openly, and that is information about the consumption of food outside the 
household. As soon as one divides households into classes according either 
to income or composition and attempts to assess the adequacy of nutrition 
of the various classes it is necessary to have information about nutrients con- 
sumed in restaurants, canteens, as snacks between meals, or as chocolates 
or sweets, or even as alcoholic drinks. Some information about such meals 
out is obtained by the survey, and indeed used in assessing nutrients required 
in the households; but the Committee seem so dissatisfied with this informa- 
tion that for most purposes they prefer to ignore it. Surely this is a mistake, 
for even if far from fully satisfactory it would help to create a clearer picture 
of the position. Further, the tables show that the average diets of the groups 
analysed are generally adequate according to the British Medical Association 
recommendations used, but one is not only interested in averages. We want 
to know something about those households where nutrition seems least 
adequate, we should like to know for instance if, say, one quarter of the 
households in any group are below the recommendations, and if so what are 
the reasons and the consequences. 

Further problems arise over the classifications of the household. 57 per 
cent. are in one social class with the heads having incomes from £4 10s. to 
£8 a week and only 3 per cent. are in the highest-incomed class. In the 
classification of households 54 per cent. are households of one man and 
one woman as the only adults and having no children or adolescents, some 
children or some adolescents, and averages relating to these households can 
be interpreted fairly well, but the averages relating to the other 46 per cent. 
of the households, and including a lot of children are very difficult to inter- 
pret. I should like to see additional tables of consumption in households 
when they are divided simply according to the number of children and irrespec- 
tive of the number of adults. One wishes to know how all children are faring 
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and not only those who are members of specific simple types of household. 
Finally, as the number of children in the family increases, I should like to 
see information about additional consumption, rather than average con- 
sumption, because I believe this method could be used to include complex 
as well as simple families. Using simple families only, for which information 
is available, the results would be something as follows : 


Households with one male and one female adult 


(per day) 
Calories Animal Other ; 
protein protein Fat Calcium Iron 
g. g. g. mg. mg. 
No children 
(per person) .. 2,804 47 44 118 212 15.9 
Additional with 
First child Date CREE rr GAY Bo 88 996 —s «11.4 
Seconds childi=.. sls555 25 20 64 764 Wee 
Third child eee leS00 ee 30 62 836 7.6 
Requirements SY 
Moderately active 
adult ae ERTS 75 800 12.0 
Child, 7-9 en 9 50) 68 1,000 10.0 


This review may seem critical, but it is intended rather to express thanks 
to the National Food Survey Committee for their belated willingness to share 
some of the valuable information they have collected and to encourage them 
to go further, not so much with the costly task of collecting additional informa- 
tion, but with analysing and publishing what they are already obtaining. 


H. S. Booker. 


This Unsuccessful Age, or the Pains of Economic Progress. By WALTER 
EucKkEN. William Hodge & Company, Limited. 1951. 96 pp. 10s. 


Of the 96 pages of this book as many as 25 pages are taken up by an Intro- 
duction by Professor Jewkes, which itself would make an admirable review 
of one at least of its major themes. The remaining part formed the basis 
of a course of five lectures delivered at the London School of Economics, 
an event which was interrupted by the untimely death of the author. 

Professor Eucken was deservedly one of the most respected of the not 
very numerous school of contemporary “ liberal ’’ economists. In this work, 
the content of which is only imperfectly indicated by its title, he seeks to 
demonstrate, in the light of the history of modern Germany, that economic 
policy has in the main been ill-advised and has too often aggravated the evils 
it was endeavouring to remedy; and he traces in broad outline the general 
principles on which future policy ought in his view to be based. Much of 
what he has to say is interesting and at times profound : this is especially 
true of Section II entitled Inevitability of Development. Above all, he has 
the merit of recognising that a simple-minded trust in the sole virtues of 
laissez-faire, perfect competition and the free play of market forces, is not 
likely to provide an effective panacea for all our economic ills. « 

When this has been acknowledged it still remains true that, in common with 
others who share his views as a whole, he deals overmuch in broad theoretical 
generalities without coming to grips with the real world as it is, Such 
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statements as : “ Economic policy should not direct itself against abuse of 
power by existing monopolies but rather against their very existence. Otherwise 
it has no chance of settling this problem”, may sound all very well at first 
hearing, but really are extremely unhelpful, as any one who has made a study 
of the problem of monopoly must recognise. Or again, take the following 
statement coming after a discussion of the German currency reform of 1948: 
““One can say that only when money is adjusted to the balance mechanism 
of the economic process, does it become possible to attain general equilibrium 
by means of the price system’’. Can it be claimed that the repetition of 
such a text-book maxim, derived from pure theory under static assumptions 
and ignoring inter alia the whole matter of the distribution of incomes, 
makes any useful contribution to a very important and complex problem of 
economic policy ? 

Professor Jewkes in his Introduction criticises effectively the negative 
attitude adopted by Eucken towards “full employment” as an objective 
of government policy. It might be added that the experience of Nazi 
Germany between 1933 and 1939, on which Eucken bases much of his case, 
was so special in character (bound up as it was with the determination to 
re-arm to the greatest possible extent in the shortest possible time) that it 
cannot properly be used in support of his contentions. 

To the question—What should be the nature of state activity ? Eucken 
replies : 

“The answer is that the state should influence the forms of economy, but 
not itself direct the economic process. € oncluding trade treaties, providing 
for an adequate monetary system, framing laws of patent and contract—all 
this lies within the purview of the State. The State should also decide the 
general nature of the economic and political order and thus meaningfully integrate 
the various sectors of economic policy ; but it should not take upon itself 
the issue of production orders regulating the day-to-day manufacture, import 
and export of machines, textiles, wheat or other commodities, nor should 
it attempt direct control of labour.’’ (Reviewer’s italics.) 

Everything turns here on the interpretation to be placed on the words in 
the italicised clause above. While it would no doubt be unreasonable to 
expect the author to give his own interpretation in a work of such small 
compass, it is clear that these words as they stand are devoid of any real 
substance: they could in fact mean almost anything. 

Despite these comments this brief essay is well worth reading: it is the 
last work of a man who had a mind of unusual distinction and integrity, and 
for whose loss the world is undoubtedly the poorer. 


C. W. GUILLEBAUD. 


International Economics. Studies by JacoB VINER. George Allen & Unwin 
Ltd. 1951. 381 pp. $5. 40s. 


This book reprints a collection of 25 papers published by Professor Viner 
in various journals during the past 28 years. All the papers deal with some 
aspect or other of international economics, and most of them bear directly 
on questions which are or were (at the time of writing) important practical 
issues. Thus among the older papers are discussions of the Most Favoured 
Nation Clause and the Gold Standard, while the post-war contributions 
are papers dealing with such matters as America’s Lending Policy and the 
Economic Foundations of International Organisation. 
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With regard to the latter paper, Professor Viner writes, “I am unregenerate 
enough to believe that there is no other type of human behavior which 
ordinarily makes as much of a contribution, per capita, to human welfare 

. . as the efficient pursuit of one’s own private profit within the law, by 
competitive methods and without recourse, even when not unlawful, to 
fraud, cheating, or the exercise of the power which comes from sheer size ”’ 
(p. 373); and again, “ Bargaining also must be between economic units 
moderate in size and therefore comparable in size. . . .” (p. 374). He does 
not seem to conclude from this—though it suggests itself—that the mere 
co-existence of the United States and such small countries as, say, Belgium 
may in itself make smooth working of the international economic machine 
difficult. Even with the best intentions it cannot be easy for either of two 
such parties, when striking a bargain, to forget that there is a discrepancy 
in their power. 

In other parts of the book Professor Viner shows himself to be very much 
aware that economic relationships do not exist in a vacuum. I think that 
it is one of the merits of his writings that they show up the limits of the 
subject Economics, and render unmistakably clear that Politics, Ethics and 
Military Strategy are also factors in determining commercial and financial 
relations between countries. Professor Viner writes: “‘In the orthodox 
neo-Marxian and ‘ liberal’ accounts of peaceful penetration and of financial 
power-politics it is always the bankers or other capitalists who initiate the 
aggressive projects. . . . There is overwhelming evidence, however, that the 
process is usually the reverse; the initiative is taken in the Foreign Offices, 
not in the counting houses’’. And further: “One can be unhappy—as I 
am—about a large part of the past record of financial diplomacy, of this 
as of other countries—without condemning the instrument as such. . . 
It has upon a number of occasions served to prevent an aggressor from 
gaining something approaching universal monarchy. . . . Lend Lease was 
an instance of dollar diplomacy, and was none the worse for that”. (In 
Defence of “‘ Dollar Diplomacy ”’, p. 348.) 

While the papers are mostly practical economics—or even practical 
economics, politics and ethics—rather than analytical studies, there is an 
Introduction to the book giving an interesting account of the relation between 
the classical theory of international trade and the theory of it as developed 
by Keynes’ followers. 

H. MAKOwER. 


Welfare Economics and the Theory of the State. By W. J. BAUMoL. Long- 
mans, Green & Co. Ltd. 1952. vii+ 171 pp. 21s. 


The effect of interdependence on the optimum organisation of economic 
and political activity constitutes the main theme of this book. External 
consumption effects are examined at greater length than those of production, 

and are, I imagine, held to be more important. 

These effects are of many possible kinds. A man’s welfare may depend 
on the aggregate quantity of particular goods, irrespective of who consumes 
them, aside from himself. It may again depend on how much particular 
people consume of certain goods, irrespective of the total consumption. It 
may depend on other people’s standards of living irrespective of their choice 
functions. These and other effects can occur even if a man’s own choice 
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function is unmodified by what others do. But, more realistically, we have 
to suppose it is thus modified. 

Little analysis is possible if choice functions are interdependent. If we 
try to correct a deviation from the ‘“ optimum ’’, we change the basis of that 
“optimum ’’; in trying to satisfy people’s tastes better, we change them. 
Of this (though in another context) Professor Baumol says (p. 121), ‘ ex 
post evaluation of the rationality of past activity becomes impossible ”’. 
This is perhaps too strong. Certainly no formal criterion in terms of utility 
remains, and so pure economic analysis is helpless. But cannot one still 
significantly doubt whether television will make people happier in the end ? 
However, Professor Baumol suggests that “ex ante evaluation remains 
valid’. Why, if we know we change the ends in striving for them? Is it 
because otherwise one “‘ could never decide which course to pursue, there 
being no frame of reference”’ (p. 121). This is a fair enough reductio ad 
absurdum, but only if all ends were subject to such dynamic influences. 
One can, for instance, deny oneself, in the name of some overriding end 
such as happiness or heaven, the immediate pleasure of opium, mainly 
because one knows it is habit-forming. Similarly, in the social sphere it is 
quite possible to argue that one should not let someone have something on 
the ground that then everyone would want it. =. 

Even supposing, per impossivile, tastes to be “ given’’, the so-called com- 
petitive ideal is called in question by Professor Baumol on the ground, among 
others, of external economies. If they could be measured, ordinary indirect 
taxes and subsidies might, in some cases, suffice for the attainment of the 
frontier; in other cases not, for the man’s piano in the flat above must be 
specially heavily taxed. But of course they cannot be measured. ‘‘ Nor 
must we be deceived into believing that we have found a meaningful con- 
clusion if that conclusion is in the form: such and such is the case unless 
there are present important external economies or diseconomies. This tells 
us merely that we have still not begun to investigate what may be the most 
significant part of our problem. We have merely chosen to give to our 
ignorance a local habitation and a name ”’. 

Group demand can be thought of as a special case of external economy 
where the personal benefit to any one potential purchaser is very small, and 
the benefit to others relatively very large. I will not subscribe voluntarily 
to defence, unless I know many others will also—for then I get the benefit 
of their subscriptions. It can readily be seen that the interdependence prin- 
ciple is a wide net; and Professor Baumol uses it to catch the similarities in 
many superficially unrelated situations. Thus in a slump it may not pay me 
to invest since most of the multiplier benefit goes elsewhere; similarly in an 
inflation it hurts a union not to put forward wage demands. In such and 
many similar cases some collective action (not necessarily governmental) 
is imperative if the ““ optimum ”’ is to be reached. “ Thus in the social want 
case if the attainment of the item desired is worth more to him than the 
contribution which would be required of him in a coercive arrangement, it 
may well pay every member of the community to subject himself to a coercive 
arrangement. Here it might be more correct to insist that the consumer is 
sovereign when he is subject to this sort of coercion than when his freedom 
is completely unrestricted. It is this interpretation of consumer sovereignty 
which is the basis of my objection to the competitive norm ’”’ (p. 93). Yes, 
but Professor Baumol draws only negative inferences. He will not commit 
himself even to a discussion of how much collectivism is justified by the 
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fallacies of laissez-faire theory, and the ambiguities of the concept of freedom. 
One must also remember that, even if conscientious objectors are blacklegs, 
the reverse may be true too. 

Professor Baumol writes about these extremely important and interesting 
things with great clarity, insight and modesty. With his views on the validity 
and usefulness, of welfare economics, I am in complete agreement. In Part II 
called ‘‘ Towards an Economic Theory of the State” he has made a definite 
contribution in suggesting a manner in which much political, social, and 
economic, theory might be integrated. But he has not travelled his own 
road far enough, nor followed through the implications of all his remarks 
sufficiently deeply for one to be able to assess its importance easily. I wish 
he had written a larger book on the main theme, and had suppressed a 
lot of the theoretical parentheses and constructions which detract from it, 
and weaken it. If he does not do so himself, someone else should, with 
suitable acknowledgments. L M.D. Lime. 


The Economics of National Insurance. By ALAN T. PEACOCK. Wm. Hodge 
& Co. Ltd. 1952. 126 pp. 8s. 6d. 


The spate of social legislation in recent years has given the economist much 
to think about. Most of the discussion between the wars dealt with the effect 
of social security on the wage structure, incentives, labour mobility and trade 
union policies, while students of public finance speculated on the incidence of 
insurance contributions. The emphasis in Mr. Peacock’s book is on the 
aggregative aspects of the subject. This study, to use his words, “.. . is 
more concerned with the effect of the system of national insurance, which is 
essentially a transfer mechanism, on the payments ‘flows’ of the economy 
and thus with its effects, directly and indirectly, on the so-called ‘ strategic 
variables such as aggregate income, saving and investment” (p. 7). 

After a brief survey of the scope and structure of national insurance, we 
are given an analysis of the way in which the scheme can influence the level 
of activity and the distribution of income. This is followed by a discussion 
of monetary policy and the investment of insurance funds and of recent 
proposals for the reform of social security finance. The book ends with a 
very brief appraisal of the changes introduced in the 1951 Budget. 

The income side of British social insurance amounts to 13 per cent. of total 
Government revenue and the outlay side to 11 per cent. of total Government 
expenditure. Sums as large as these must have a significant effect on the 
flows of payments within the economy, but Mr. Peacock rightly reminds us 
at the outset that social services such as health, education and housing, will, 
as time goes on, overshadow the transfer mechanism of insurance, even 
though the cost of retirement pensions will rise to a big figure in the next 
20 years. Chapter IV discusses the use of the insurance scheme as a means 
of influencing the level of economic activity; the conclusion reached is that, 
although changes in contributions and benefits have the merit of operating 
directly on mass purchasing power, it is better to rely on other methods, now 
that the majority of workers pay income tax. Moreover, when the author 
comes to consider ways of reforming the finance of social security, he finds 
little to say in favour of retaining the contributory system. ‘‘ As a tax the 
employed person’s contribution is inequitable. It is wrong to create the 
illusion that in some sense insurance benefits have to be paid for, while other 
types of benefits do not ”’ (p. 103). 
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Chapter VI contains some acute observations on monetary policy and the 
investment of insurance funds. The Treasury can use the reserves of the 
Insurance Fund to support the market in ways which do not expand credit; 
it obtains the cash from the pockets of the taxpayer not from the Bank of 
England. As long as the Government was unwilling to raise interest rates, 
and was still anxious to do something to arrest inflation, it could do some 
good by promoting compulsory saving via the National Insurance Scheme. 
This is described by Mr. Peacock as “ an expeditious if not entirely honest 
method by which compensatory policy through the Budget can be facili- 
tated ” (p. 88). The reserves of the Fund may also be invested in a way 
which promotes inflation, e.g. if there is a switch of holdings from short-dated 
to long-dated stock. When this happens the banks, if they are to take up 
the short-dated stock, must call in loans from the discount houses, and the 
latter will have to obtain cash from the Bank of England. 

Social insurance has little effect as a redistributor of income between 
rich and poor; what it does is to benefit the old at the expense of the young 
and certain groups of consumers (particularly total abstainers from drink 
and smoking, who have a large family and pay a pre-war rent) at the expense 
of other groups. Recently, there have been several suggestions for a drastic 
reform of the finance of social security, e.g. Lady Rhys-Williams’ plan; thi8 
book concludes that some such scheme is desirable on condition that the 
bad effects on incentives can be avoided. 

The Introduction describes this work as ‘‘ a by-product of a wider study 
into the economic effects of income redistribution ”, and so it would perhaps 
not be fair to say that much has been sacrificed to brevity. Within its limits 
the treatment is stimulating; but it would have gained in depth if certain 
topics had been omitted. For example, was it necessary to dwell on the 
differences between national and private insurance and to let this theme 
colour so much of the argument? It has been obvious from the beginning 
that health and unemployment insurance schemes cannot be run on the 
principles of life or fire insurance; and surely it goes without saying that 
the National Insurance Scheme is in no way similar to private insurance. 
Yet Mr. Peacock has thought it necessary to labour this point; it is a pity 
that the space thus used was not devoted to developing the analysis of the 
effects of social insurance on the flows of payments and on income, saving 
and investment. There is a slight error on page 34 where the date of the 
National Assistance Act is wrongly given, and the evidence is overwhelmingly 
against the statement on page 76 that the National Assistance Board ‘“‘ is 
still stigmatised by the reputation enjoyed by its predecessor, the Poor 
Lawayoe: 

BRINLEY THOMAS. 


Theories of Surplus Value. By KARL Marx. Edited by KARL KAuTsky. A 
selection translated from the German by G. A. Bonner and Emile 
Burns. Lawrence & Wishart. 1951. 432 pp. 235s. 


When Engels died soon after preparing and publishing Vol. Ll of Kapital, 
he bequeathed to his former secretary, Karl Kautsky, a huge mass of Marx’s 
manuscripts dealing with the history of economic theories, which he (Engels) 
seems rather questionably to have assumed, should make up a fourth volume 
of Kapital. Kautsky deciphered and set in order this mass of manuscripts, 
selected about a half, provided chapter divisions and headings, filled out 
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verbal deficiencies in the text, which often consisted simply in rough notes, 
and finally published (1905-10) a monumental work of some 1,750 pages. 
Subsequently Kautsky was unmasked as a lackey or flunkey by Lenin himself 
(and he was, of course, a severe critic of the Russian revolution). 

In view of the fiendish ingenuity of the lackey type (Kaut-, Trot-, 
or Slan-sky), notoriously unmaskable in their every action from the 
cradle to the scaffold, Kautsky’s invaluable and inevitably all-pervasive 
editorial contribution must naturally have rendered the text of the 
great Theorien iiber den Mehrwert dangerously tainted for the correct 
modern Marxman. Confronted with any particular aspect of the text 
he cannot, without guidance from above, be absolutely sure just how 
much represenis the pure milk of holy writ and just where may be 
lurking some sinister infusion of flunkeyism. It must be somewhat dis- 
quieting not to be quite certain as to when genuflections and when 
fulminations are de rigueur. Hence, perhaps, the comparatively slight 
attention paid to the Theorien iiber den Mehrwert, or the tactful silence 
as to. the important editorial role of Kautsky, in many modern writings on 
Marxian economics—those of P. M. Sweezy are a notable exception. 

it is interesting to observe Mr. Burns’ very brief treatment of Kautsky’s 

iting in his two-page foreword: ‘‘ Kautsky’s editing of Marx’s manuscript 
has been criticised both for its arrangement of the various sections, which 
differs considerably from that of the manuscript, and for the omission of 
important passages. A new edition of the German text is therefore being 
prepared by the Marx-Engels-Lenin Institute in Moscow. Meanwhile, it is 
desirable to make available to English readers a selection of those sections 
of the manuscript which are of most immediate interest and importance to 
us”’ (p. 9). A new Russian edition, completely overturning Kautsky’s 
arrangement was, apparently, announced in Moscow two years ago. But 
Marx’s manuscript being in Moscow, it has been quite inaccessible to Mr. 
Burns, who has, of course, inevitably, based this English selection on the 
lackey-like labours of Kautsky. The arrangement of the various sections, 
the chapter divisions and headings, and the textual additions, follow Kautsky’s 
edition with admirable precision, although only about one quarter of that 
edition has been here translated (468 pages out of 1754, hardly the “ two- 
thirds of the whole work’”’ as one might understand from the distinguished 
reviewer in the American Economic Review). Though one would have wel- 
comed a more forthcoming lucidity on this point in his foreword, Mr. Burns 
may, of course, be taken, by implication, to dismiss completely the unmasking 
of Kautsky’s editing to which he nevertheless thought it necessary to refer. Mr. 
Burns could hardly have undertaken the great labour of translating this selec- 
tion from Kautsky’s edition, if he could not have felt confident that the lackey 
had in fact been a reasonably faithful vehicle of Marx’s ideas. Messrs. 
Bonner, Burns, Lawrence and Wishart are, indeed, to be warmly congratulated 
not only on the faithfulness with which they have followed Kautsky, but 
also on their decision that it was obviously not worth waiting for the official 
text from Moscow—surely the last place now from which a complete and 
unexpurgated edition of Marx’s writings can be expected. 

Many students, interested merely in the history of economic ideas, will 
be grateful to Messrs. Bonner and Burns for providing such a readable and 
accurate translation of an interesting selection, dealing mainly with Adam 
Smith and Ricardo (though, of course, much that has not been here translated 
is also of the highest interest). However, the editorial assistance which would 
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have been so valuable for a reader coping with a difficult translated text, with 
such a history behind it, is not provided. Mr. Burns could and should 
have been far more lucid and helpful editorially. It is only a note 
inserted on the title page which makes quite clear the source of the 
text, while no word of explanation is provided regarding the chapters 
omitted, or that (to take one example) as between the sections labelled 
here as Part B, Chapter V, section (c), and the following B, V, 
(d), there are 120 pages in the original lackey’s edition. One can only 
deeply regret that not even the slightest modicum of the sort of princely atten- 
tions recently lavished on Ricardo and his readers has been forthcoming for 
this most deeply interesting of the economic writings of Ricardo’s most 
remarkable economic pupil. For we would venture to agree with the dis- 
tinguished flunkey that Theorien iiber den Mehrwert, partly because of its 
sheer size, is better seen not as Vol. IV of Kapital, but as an independent 
critical achievement which is of pioneer importance for the history of economic 
thought. Often crazily unfair to its various victims (described here and there, 
for example, as ‘ Adam’, ‘ Herr Mac’, and ‘ the nitwit Say ’), it is also often 
deeply penetrating and illuminating, especially on points on which Marx’s 
more orthodox contemporaries seem to many today to have been rather in 
the dark, for example, as to the significance of Quesnay’s macro-economic 
analysis, and in the pointed criticism of the classical doctrines on general 
over-production. 

We understand that a complete English translation is now or shortly forth- 
coming from Mr. McCarthy (sic) of New York. We must hope that Mr. 
McCarthy is more helpful and lucid editorially, though he will have done an 
excellent job if his translating is as good as that of Messrs. Bonner and Burns. 
Meanwhile we may express the hope that we may eventually be enabled to 
study an English translation of the new completely reselected and rearranged 
Moscow version of the Theorien. Scholars will be eager to compare 
it with this translation of Kautsky’s version with regard to any interesting— 
and perhaps literally vital—points of deviation which it may be possible to 


detect or unmask. T. W. HutTcHIsoNn. 


Monetary Problems of an Export Economy—the Cuban Experience, 1914-1947. 
By HENRY CHRISTOPHER WALLICH. Harvard University Press. London: 
Geoffrey Cumberlege. 1950. xv+ 357 pp. 32s. 6d. 


This is a fascinating book and a credit to its author. Yet, in part, it is 
the subject matter itself which makes it so. History provides us with many 
illustrations of the type of problem which besets an export economy, but 
here that experience is intertwined with a colourful local story. Cuba, it 
appears, has the highest per capita income of any tropical country, albeit, 
somewhat unevenly distributed. Its economy is highly capitalised and is 
concentrated on a single export product—sugar. Exports rather than invest- 
ment therefore constitute the main income-generating force. Imports rather 
than saving represent the main leakage from the income stream. This 
situation has led Wallich to the view that specialisation has been overdone 
and that a more diversified and—it is hoped—stable economy must be 
developed. But the island lacks an elevated plateau and the climatic differences 
which would permit a fully diversified agriculture. In addition, the incidence 
of hurricanes (to which sugar is peculiarly resistant) must be borne in mind. 
Industrialisation may or may not be the answer. 
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The author does not examine these solutions in any detail and concen- 
trates mainly on monetary questions. He does, however, point to the serious 
social problem deriving from the ‘“‘ sugar mentality’, with its tendency to 
create ‘‘a small upper class of unenterprising entrepreneurs caught in a 
sterile routine, together with a large class of unskilled plantation labourers 
who have no chance to improve their social and economic condition ”’. 
Nevertheless, the main burden of the story is concerned with (a) the structure 
of the banking system; and (6) the processes of cyclical expansion and 
contraction and a balance of payments mechanism complicated by a double 
dollar-peso standard (1932-45). Two crises in particular left their imprint 
on the Cuban credit system. That of 1920-21 destroyed the native banks 
(though there has more recently been something of a revival in this sector) 
and the depression of the ’thirties wrecked the capital market. Against 
the background of this history and an analysis of the “‘ strategic forces ”’ in 
the economy, the author concludes with a discussion of the pros and cons of 
depreciation, the case for exchange control as an alternative and the réle that 
might be played by a central bank (a central bank law was finally passed in 
December, 1948). All of these “‘ solutions ’’ have their limitations and even 
an optimist cannot alter the basic facts, and “‘ in Cuba the facts are weighted 
heavily against cyclical control ”’. 

J. S. G. WILSON. 


Conference on Business Cycles. National Bureau of Economic Research. 
New York. 1951. xii+ 433 pp. $6. 


This volume constitutes the “ report ’’ of a conference on business cycles 
held in November, 1949, under the auspices of the Universities-National 
Bureau Committee for Economic Research. The papers and discussion 
here reproduced appear in three parts—General Papers, Profits Investment 
and Business Cycles, and Business Cycle Research and Policy (the least 
satisfying part of the book). It has been the occasion for much soul-searching 
and illustrates a basic cleavage in approach between two “ schools ”—the 
National Bureau (whose guiding hand was, until his death, that of Wesley 
Mitchell and whose soul—in a very real sense—goes marching on) and the 
Cowles Commission (which one tends to associate—rightly or wrongly—with 
a number of very bright young men addicted to “ forecasting’’). Both 
schools are well represented and because of this one’s interest in the volume 
tends to be primarily methodological, though it is not by any means a question 
of straight-out choice and there are at least some of the present contributors 
who are eclectic enough to attempt the best of both worlds. 

The first of the papers may be best described as Burns on Wesley Mitchell 
and sets the stage for much of the later discussion. This tends to be dominated 
by three longish papers (though this fact should not detract from the quality 
of many of the shorter ones). R.A. Gordon on the investment boom of 
the ’twenties may be described as in the Mitchell tradition, though he lacks 
the master’s touch and it is a little hard to see the wood for the trees. The 
Cowles Commission is represented by two econometrists—Klein and Christ, 
who do not always agree about objectives. Klein’s study of investment 
behaviour (illustrated by a fairly full account of railroads as a mature industry 
and a less full account of electric light and power) was—for the reviewer— 
the more interesting piece of work. It was also of some small comfort to 
find that by whatever path it is achieved the two schools do sometimes stumble 
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on similar conclusions. Thus, both would probably now agree (i.e. on the 
evidence of this report) that to use aggregates intelligently one must know 
something of their components, while representatives of both schools have 
confessed to doubts as to the acceleration principle as a satisfactory explana- 
tion of business behaviour. (See Gordon, p. 190, and Klein, p. 258.) However, 
much less than justice can be done this book in a short review, and there 
is a wealth of excellent material to be quarried from it by the patient reader. 


J. S. G. WILSON. 


Administering Changes. A Case Study of Human Relations in a Factory. 
By HarrieT O. RONKEN and PAuL R. LAWRENCE. Harvard Univer- 
sity. Division of Research, Graduate School of Business Administration. 
1952. xxviii+ 324 pp. $3.50. 


In an electronic plant the engineers were divided into the development 
engineers, responsible for the design of new products, and the industrial 
engineers, whose job was to arrange and improve the production of a given 
design. But when one of the industrial engineers had an idea for a new 
design the plant manager said that he should develop it. He and a colleague 
worked on it ardently, but ran into difficulties. These difficulties were of 
a kind with which the development engineers were accustomed to deal, but 
when liaison with them was promoted by management, it proved productive 
of nothing except bad blood. When, however, the project was transferred 
to the development engineers entirely, they advanced it steadily to a successful 
completion. The industrial engineer from whom the project was taken away 
gained in the end in self-knowledge from the shock. Such is one of the plots 
of this case history. A second concerns two women operatives who were 
taken on to help the two industrial engineers in their development work. The 
four were constantly working and discussing their problems together, and 
the women contributed their own suggestions, and felt they were engineers 
themselves. But when the project was put into production, they suddenly 
found themselves mere operatives again, under a foreman who took little 
notice of them; one of them managed to adapt herself, but the other could 
not stand it, and went off. This foreman is the protagonist of a third plot: 
young, desperately keen, made responsible for getting output of a product 
which was still only in prototype, reacting at first with suspicion and reserve 
to operatives, technicians, and higher management alike; but later, in a 
fresh start with a better design, establishing a new relation with the industrial 
engineers. 

The common theme in the researchers’ interpretation of these stories is 
growth in self-knowledge and in understanding of others. The lesson is 
not recondite: indeed, the first dispositions made were faulty by any common- 
sense standards of management, and some of the steps taken would have 
struck many people as likely to get folk’s backs up or put their noses out 
of joint. But the lesson has always to be learned over again, especially 
when a great urge for results makes other people’s feelings seem irrelevant ; 
and the patient and clear exposition in the present study is instructive, 
though perhaps its content does not warrant all its length, 

The researchers treat their theme as a problem in communications. A 
manager says to a junior executive, A, who doubts if he himself is up to his 
job, “ I’d like you to check those points with B”’: overtly he is communicat- 
ing a reasonable administrative precaution, but he is “ behaviouristically 
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communicating ” such a message as “I do not trust you, I am going to put 
you under B”’. Interest in communication is topical, and treating emotional 
stresses as a problem of communication may provide a means of getting 
them faced. Yet the problem is not really one of making our meaning plain, 
but of getting on with one another, and the solution, as the researchers them- 
selves show so well, is not clarity but tact—the painful winning of knowledge 
of one’s own real feelings and insight into those of others. 


E. H. PHELPS BROWN. 


Profit Measurement and Price Changes. By K. Lacey. Pitmans. 1952. 
xiii+ 129 pp. 20s. 


In this timely and useful little book Mr. Lacey expands and puts into 
systematic form the ideas he has already put forward in various articles, one 
of which, on “ The Tucker Report and the Technique of Adjusting Taxable 
Profits for Price Changes ”’ (Economic Journal, December 1951) he reproduces 
as his final chapter. 

The most novel part of the new presentation is in the earlier chapters, 
where Mr. Lacey uses estimates by E. A. Radice and T. Barna to show the 
extent to which existing methods of accounting falsified the totals both of 
business profits and of business savings both during the depression of the 
early 1930’s and in the subsequent recovery. Thus he estimates that undis- 
tributed business profits in the United Kingdom, which on an original cost 
basis fell from £142 million in 1928 to £90 million in 1930, on a replacement 
cost basis rose from £104 million basis to £317 million, representing a degree of 
unintended and unused saving which must have intensified the incipient 
depression. Similarly, whereas on an original cost basis business savings 
rose from £209 million in 1935 to £240 million in 1937, on a replacement 
cost basis they fell from £169 million to £110 million. Since Mr. Lacey 
wrote, the same phenomenon has been most dramatically demonstrated in 
the period 1949-51, when (according to the latest official estimates) national 
savings on an original cost basis rose from £1,172 million to £1,937 million, 
while on a replacement cost basis they fell from £922 million to £837 million. 

Mr. Lacey’s later chapters are devoted mainly to a discussion of the most 
suitable techniques for making adjustments for changes in replacement prices 
both of inventories and of fixed capital. After examining various proposals, 
including the “last in, first out’ method of valuing inventories, he gives 
his vote for the revaluation of inventories on the basis of the change between 
the opening and closing prices of particular stocks and for the revaluation 
of depreciation allowances on fixed capital on the basis of national indexes 
of costs of building and of costs of plant and machinery. In times of rising 
prices the adjustments would be deducted from profits (before tax) and put 
to a replacement reserve account, while in times of falling prices they would 
be withdrawn from the reserve account and added to profits. A difficulty 
would arise if withdrawals from the reserve exceeded the amounts previously 
placed there, for a negative replacement reserve among the assets would not 
be easy for accountants to accept. Mr. Lacey therefore proposes that, if 
the change in method were introduced now, the Government should give 
retrospective tax rebates to enable adequate reserves to be established, 
available for drawing on during any subsequent period of falling prices. 

On the contentious point of whether adjustments should be limited to 
physical assets, or whether they should be extended to cash assets and to 
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liabilities, Mr. Lacey takes the view that action should be limited to enabling 
the firm, as a firm, to provide for keeping its physical assets intact, and should 
not be directly concerned with the position of ordinary shareholders as against 
that of other suppliers of capital. He would therefore not support proposals 
for adjusting taxable profits to allow either for the real losses incurred in 
holding money assets in times of rising prices or for the gain to ordinary 
shareholders from the reduction in the real burden of debts. 

While Mr. Lacey’s detailed proposals may not be universally accepted, 
his book will be most useful to all students of the subject and especially, it 
may be hoped, to those who are now charged with the responsibility of pro- 
ducing recommendations for the improvement of our present methods of 


taxation. F, W. PAIsH. 


The Development of Economic Thought. By PxHttie CHARLES NEWMAN. 
Prentice-Hall Inc., New York. 1952. 408 pp. 


Roughly half of this history is devoted to the period between Jevons and 
the present day, which limits its usefulness to undergraduates who go to 
such books mainly as a source of the earlier history. Dr. Newman does, 
however, give a fair idea of the current view of most of the writers he dis- 
cusses: he treats Quesnay as a founder of economics and regards the Tableau 
Economique as the really important contribution of physiocracy; in his 
account of Malthus he stresses the latter’s underconsumption theory; Karl 
Marx he considers as an anticipator of some Keynesian notions. 

Throughout the book there are short digressions into economic history, 
and brief accounts of the lives of the great economists, in which he succeeds 
in making at least one thinker—the American, Thorstein Veblen—come ~ 
vividly to life. The treatment is broadly chronological though it is not quite 
obvious upon what principle some of the later chapters are arranged, nor 
why space is allocated as it is: W. C. Mitchell, Schumpeter and 
J. R. Commons are given a chapter each; in the account of mathematical 
economics, Cassel gets three times as much space as Walras; Edgeworth is 
mentioned only incidentally; there are two chapters on economics in America, 
perhaps of local interest—the account of Davenport, several pages long, does 
not mention the concept of opportunity cost. There are fairly up-to-date 
accounts of imperfect competition and Keynesian economics and a tan- 
talisingly short chapter on location theory. Nothing is said, however, of 
recent developments in welfare economics or in the theory of inter-regional 
trade. 

A pupil of W. C. Mitchell, Dr. Newman is inclined to be critical of the 
more theoretical economist. His criticisms, however, are often not to the 
point. For instance, he is under the impression that economic theory requires 
to be “ based on” psychology; he has no difficulty in discovering pieces of 
economic theory which look like psychological statements and which, if 
taken in this way, would certainly be false. He thereupon claims to have 
unearthed unsound psychological foundations and rejects the theories 
concerned. 

Unlike many American publications, this book lacks adequate stylistic 
revision and reasonable proof-reading. It is constantly marred by minor 
repetitions, crudities and obscurities which could easily be remedied. There 


are also a considerable number of misprints. 
V. C. WALSH. 
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Taxation in Canada. By J. HARVEY Perry. University of Toronto Press. 
London: Geoffrey Cumberlege. 1951. xiii+ 409 pp. 45s. 


The author of this guide to Canadian tax systems spent fifteen years in the 
Department of Finance in Ottawa. He has helped to devise Dominion tax 
policy and draft tax laws; he has helped design the tax-rental agreements 
between the Dominion and some of the provinces. It is to be expected that 
he would produce a definitive study of his subject, and he has. This volume 
describes Dominion, provincial and municipal taxation schemes in Canada 
as they were in mid-1951. There are six chapters on Dominion taxes, of which 
three are devoted to income tax. The problems raised by constitutional 
limitations on provincial taxing powers are examined briefly, and there are six 
chapters on various provincial taxes. There is a short discussion of municipal 
taxation, and a fairly elaborate description of the enactment and administra- 
tion of Dominion and provincial taxes. The history of Canadian taxation, 
which is to be the subject of another volume, is briefly treated here, but there 
is a useful introductory chapter and there are historical notes before the 
discussion of each type of tax. But because Mr. Perry has reserved his histori- 
cal treatment for another volume, he deals with the evolution of the ingenious 
tax-rental device very shortly. The tax-rental agreement is part of the 
Canadian solution to the federal financial problem. In most federal systems 
there is a wide disparity between the revenues that can be raised in different 
provinces or states. Burdens are likely to be unequally distributed as well. 
In Canada there is the additional difficulty that all provincial governments 
have found their burdens growing much faster than their revenues. Under 
the tax-rental scheme, a province may contract not to levy certain taxes for 
five years. In return it gets an annual grant from the Dominion calculated 
on a population basis and tied to changes in national income, but with a time 
lag. Poorer provinces get much more from the grant than they would 
from levying the taxes which they give up. Mr. Perry will no doubt treat 
the history and working of this device in more detail in his next volume. It 
is one of the most interesting aspects of Canadian tax policy. 

The present volume will be very useful to students of comparative public 
finance and to tax practitioners. There is a comprehensive bibliography and 
there are statutory references at the ends of chapters. Mr. Perry is to be 
congratulated on bringing order into an unwieldy subject. His book is so 
well organised that it may suggest to the unwary that the tax structures of a 
federal state are neater and more workable than in fact they are. 


RODNEY GREY. 


Comparative Labor Movements. Edited by WALTER GALENSON.  Prentice- 
Hall Inc., New York. 1952. 599 pp. 


This useful volume is composed of succinct surveys of the labour movements 
of seven countries—Britain, France, Italy, Scandinavia, Germany, Australia 
and Russia. The work of some of the authors has appeared before in different 
forms but the studies of Kenneth Walker on Australia, John Clark Adams on 
Italy and Val Lorwin on France provide new material of great interest. 
All of the chapters are well written and there is a sense of unity about them 
when taken together. 

In his introduction Mr. Galenson makes a plea for more comparative 
studies of the trade union movements and lists five fields in which such studies 
may be especially fruitful: the historical, structural, functional, idealogical, 
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and the relation between trade unions and the State. Comparative studies, 
the editor believes, would enable a fresh attempt to be made to frame a 
general theory of trade unionism which would provide a more convincing 
explanation of the rise and growth of labour movements, and enable future 
developments to be better understood than hitherto. 

The study of comparative trade unionism is rather like the study of com- 
parative government, instructive if approached modestly but likely to 
mislead if treated in the grand manner. National trade union movements have 
kindred aspects, but too many indigenous factors have to be taken into account 
in each country to permit of sweeping generalisations which apply with a 
universal validity. Previous attempts to produce a theory of labour move- 
ments, such as that of Selig Perlman, illustrate the extreme difficulty of escap- 
ing from the temptation to over-emphasize national experience. There is a 
place for the synthesis of the material presented by the authors of the chapters 
of this book, though it is extremely doubtful whether there is sufficient in 
common between western and eastern European conceptions of trade union- 
ism, except the name, to warrant the attempt to explain them as different 
types of a species. 

Mr. Galenson’s introductory remarks are of speculative interest, but the 
value in this book lies in the assembly of up-to-date information—as the 
editor himself acknowledges—and not in its contribution towards a general 
theory of labour movements. 

B. C. ROBERTS. 


The Life and Times of Sir Edwin Chadwick. By S. E. Finer. Methuen & 
Comlidy1952.9x1 555 pps 42s: 


To social historians concerned with the last 150 years, the appearance of 
a new biography of Edwin Chadwick is an exciting event. But Professor 
Finer has provided much more: his bibliography by itself reveals that this 
massive work is a conspectus of the whole field of mid-19th century social 
history and policy—inevitably, in view of the fact that Chadwick had no 
private personality; he existed solely for and in his work. So thorough, 
exact and painstaking were Chadwick’s methods that it comes as a shock to 
learn that he was habitually careless of punctuation to the point of incom- 
prehensibility and that Finer had to mark a large number of his letters quoted 
in the footnotes ‘ N.D.”. 

Drawing on the Chadwick Papers in the University College, London, 
Library, Finer has been able to tie up a number of loose ends hitherto left in 
the history of the New Poor Law: Nassau Senior’s original attitude towards 
poor relief and his conversion to Chadwick’s point of view; Chadwick’s and 
Senior’s respective shares in the authorship of the 1833/34 Report; Chadwick’s 
plan to render the Law more positive by incorporating constructive social 
care measures, which eventually were conspicuous by their absence; his 
failure to become a Poor Law Commissioner, and the jobbery and tug-of-war 
within the Government towards Poor Law appointments and measures. 

Much public health history is buried so deeply in voluminous bluebooks 
that most historians have lacked courage to dig down far enough to lay bare 
the whole story, such as the fate of the General Board of Health between 1854 
and 1858 or the checkered career, marked by deaths and resurrections, of the 
Metropolitan Commission of Sewers. Mid-19th century drains are embedded 
in a layer of technical controversy, as stiff and hard to penetrate as London 
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clay; yet endless controversies on the shape and diameter of sewers and 
drains signify the emergence of an interest in, and expert knowledge of, public 
health. As Professor of Political Institutions, Finer pays special attention 
to the administrative complications which furnish the clue to much of this 
history. He draws a most enlightening picture of the attitude of Metropolitan 
Radicals, a species of Members of Parliament who represent small rate- 
payers and look askance at every expense which will fall on the artisans and 
shopkeepers who have sent them to Westminster, taking no account of social, 
as distinct from private, advantage. This book makes a permanent and most 
valuable contribution to our understanding of 19th century economic history. 


WALTER M. STERN. 


The Population of India and Pakistan. By KiNGsLey Davis. Princeton 
University Press. London: Geoffrey Cumberlege. 1951. xvi + 
263 pp. 48s. 


The Indian sub-continent is of particular interest to the student of demo- 
graphy for it provides him with one of the few examples of a non-industrial 
society for which a comparatively long series of statistical data is available. 
Its vast area and the heterogeneity of its ethnic and religious composition 
make it an extremely valuable region for the study of demographic differentials 
between the various component parts of its population. 

The statistical raw material, although good in comparison with that of 
other areas of a similar standard of development, is not, of course, as detailed 
or reliable as that which exists for Western European countries and the 
methods of analysis that have to be used are necessarily rough and ready, but 
Professor Davis uses great ingenuity in making the most of the large amount 
of material available in Indian census returns and in checking and correcting 
inconsistencies. He has produced what is certainly the most exhaustive study 
of the Indian population that has yet been undertaken, and he does not confine 
himself tothe subjects of mortality, nuptiality, migration and fertility which 
are generally associated with demography in its narrower sense, but treats 
urbanisation, industrialisation, literacy and caste and other similar subjects 
about which the Indian censuses give information. When the canvas is spread 
as wide as this the quality of the individual chapters must necessarily be 
uneven, though the general standard is high throughout. Professor Davis 
is at his best when he deals with the demographic subjects proper, and in 
particular when dealing with fertility differentials; the chapters dealing with 
industrialisation and agriculture which are concerned with very difficult and 
complex problems can only give the briefest of surveys in the space available. 

On the whole Professor Davis’s analysis confirms the generally accepted 
impression of India’s demographic position. She has a rapidly growing 
population, though the rate of growth is not as exceptional as it has sometimes 
been represented to be. Mortality, though still high, is declining and the 
level of fertility which has been surpassed elsewhere is kept in check by social 
factors such as the prohibition of widow remarriage rather than by positive 
devices of family limitation. Fertility differentials between social classes 
exist, and there is a lower level of fertility in the towns than in the country 
districts, but it is interesting to note that this differential has not changed 
appreciably in the last fifty years. Professor Davis attributes these differences to 
nuptiality differences and different sex ratios, rather than to different levels 
of fertility, and he makes the important point that the impact of Western 
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ideas may in the first instance lead to a rise in fertility, by weakening the 
social checks on fertility without at the same time introducing the practice 
of individual family limitation. 

The conclusion arrived at that the population of the sub-continent will 
continue to increase is therefore unavoidable in the absence of unforeseen 
cataclysmic changes. Professor Davis does not see much chance of preventing 
this: a threefold policy of planned emigration, industrialisation and birth 
control would be the theoretical solution, but in the present state of the 
world the first is not practical politics, and the second and third are long- 
term measures rather than immediate palliatives. One is therefore bound 
to agree with Professor Davis that “if we look candidly at the probable 
future, we must admit that the demographic situation in Pakistan and India 
will get worse before it gets better ”’. 

E, GREBENIK. 


Facts from Figures. By M.J. Moroney. Penguin Books. 1951. 472 pp. 5s. 


The publication of a Penguin on statistics is an interesting event, but the 
choice of this particular book is rather surprising. It contains nearly 500 
pages which treat, among other things, the analysis of variance and covariance, 
confounding, and discriminatory analysis, and announces on its front cover 
that it is a “‘ layman’s introduction to statistics”. In view of this explicit 
and, to my mind, misleading claim, the book must be judged at two levels— 
on its merits as a text-book of statistics and on its suitability for the reader 
for whom it is intended. 

As a non-mathematical introduction to statistics, the book is generally 
good and in parts very good indeed. Mr. Moroney’s writing is lucid, amusing 
and stimulating and his book is full of original ideas of presentation and 
method. For example, I have no doubt that Mr. Moroney will give many 
readers, whom other books would leave baffled, a vivid idea of probability, 
of what correlation is about, and of the chi-squared test. My chief criticism 
is that Mr. Moroney has at times allowed his critical exuberance to go too 
far. There are genuine criticisms to be made of index numbers and of time 
series analysis, but Mr. Moroney’s aggressive and sweeping comments would 
discourage the reader from even approaching the subjects seriously. Thus, 
on index numbers: 

“_ . It is scarcely possible to be respectable nowadays unless one owns 
at least one index number. It is a corporate way of ‘ keeping up with the 
Joneses "—the private individual having been forced by taxation to give up 
this inspiring aim long ago. It is really questionable—though bordering 
on heresy to put the question—whether we would be any worse off if the 
whole bag of tricks were scrapped. So many of these index numbers are 

_so ancient and so out of date, so out of touch with reality, so completely 
devoid of practical value when they have been computed, that their regular 
calculation must be regarded as a widespread compulsion neurosis ”’. 

Or on time-series : 

“Fashions change in nonsense and superstition no less than in ladies’ 
hats. There was a time when popes and kings had astronomers at court 
to help them plan for the future. Nowadays government departments have 
statisticians for the same purpose. . . . But for much of the statistical work 
that is done by government departments I can see little excuse. It is a vile 
superstition beyond anything imaginable in the Middle Ages, 
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“¢ | | The reader will guess that my views on time series are as biased and 
unsympathetic as they were in the case of index numbers. . . . There are 
many who believe in the efficacy of these things who have written about them 
at great length. You may read their books. I hope you do—provided you 
constantly test the value of what they preach by asking: Is this really any 
good ? Read them for fun and I promise you a jolly time. Read them for 
practical profit and I promise you a loss.” 

These views might be argued reasonably but there is no excuse for such 
flippancy in a book of this sort. 

This criticism apart, the book will be useful to the many who are engaged 
on statistical work of a fairly elementary nature and would welcome a know- 
ledge of the subject as a whole. As for the layman I have little doubt that 
he will understand only a very small part of this book and, what is more, 
that only a very small part would be of any interest to him. 
No layman—in any meaningful sense of that word—will want to read 87 
pages on the analysis of variance and covariance, nor 32 on control charts. 
To my mind, Penguin Books have made a mistake in publishing as their 
introduction to statistics a text-book of methods rather than a general exposi- 
tion of ideas, a book to work through rather than one to read. 

Finally, the type of reader mentioned above, to whom I believe this book 
will appeal, might bear in mind one point which Mr. Moroney has not stressed 
sufficiently. In modern statistics, perhaps more than in most other fields, a 
little knowledge can be dangerous and the routine application of methods 
without a due understanding of their theoretical basis can lead to trouble 
and bad work. This is the danger of the popularisation of arithmetical 
procedures which, though difficult to understand, are so easy to apply. 


C. A. Moser. 


SHORTER NOTICES 


The Cost of Industrial Movement. By W. F. LUTTRELL. National Institute 
of Economic and Social Research. Occasional Paper No. XIV. Cam- 
bridge University Press. ix+ 104 pp. 18s. 


This work is “a first report on the economics of establishing branch 
factories”. It embodies the results of one section of an enquiry into location 
undertaken by the Institute with the support of the Board of Trade. The 
Paper is a comparative empirical study of the costs of establishing and operat- 
ing a number of branch factories, mainly in the boot and shoe industry. 
The material is well presented, and the tentative conclusions suggest that 
the complete study should be a work of some interest. 


The Nationalised Industries. An Analysis of the Statutory Provisions. By 
‘ D. N. Cuester. George Allen & Unwin Ltd. 1951. 93 pp. 7s. 6d. ~ 


This most useful study, first published in 1946, analyses the statutory 
provisions governing the main post-war and certain pre-war public corpora- 
tions. The main sections of the book follow the previous pattern facilitating 
comparison between the powers, constitution, statutory organisation and 
degree of independence of these bodies. Certain additions have been incor- 
porated in the revised edition: a somewhat larger selection of public corpora- 
tions is included; there is a new section setting out the provisions governing 
labour relations; an expanded introduction distinguishes four main groups 
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of post-war nationalisation Acts and briefly considers some trends in the 
post-war legislation. The author has also included his ‘“‘ Note on the Price 
Policy indicated by the Nationalisation Acts” (reprinted from Oxford 
Economic Papers, January, 1950). 


Coastwise Shipping and the Small Ports. By P. Forp and J. A. Bounb. Basil 
Blackwell, Oxford. 1951. 52 pp. 10s. 6d. 


Coastal shipping, particularly in its relation to inland transport, has been 
the subject of much discussion, but little factual information has been available. 
This short book presents the salient facts about the coastal trade of Great 
Britain, together with a few details relating to the total sea traffic at certain 
selected ports. It sets out, clearly and simply, data concerning coastal traffic 
routes, the composition and balance of cargoes and the market areas served 
by different groups of ports in 1948. Its tables provide useful statistical infor- 
mation which generally supports but sometimes questions current generalisa- 
tions about the coastal trade. 


Studies in Land and Credit in Ancient Athens, 500-200 B.C.: the Horos- 
Inscriptions. By Moses I. Fintey. Rutgers University Press, New 
Brunswick. 1952. xii + 332 pp. $3.50. 


This book is essentially a study of some forms of real security in fifth /third 
century Athens, and in particular of the horoi, inscribed stones which were 
used in Attica and on four Aegean islands, to recofd certain standard kinds 
of encumbrance on landed property. Although the subject-matter of the 
book is highly technical, the author has made a most courageous attempt 
to present an analysis intelligible to the non-specialist: he has relegated all 
his Greek quotations and much of his detailed material to his Notes (106 pp.), 
and although some Greek technical expressions occur in his main text (117 
pp.), they are always transliterated. Specialists will be glad to find the Greek 
texts of all the relevant horoi (some 220 in number) collected in appendices. 
They will wish to compare F.’s treatment of the subject with that of J. V. A. 
Fine, Horoi—Studies in Mortgage, Real Security, and Land Tenure in Ancient 
Athens (Hesperia, Suppl. No. TIX, 1951), which was published too late to 
be fully taken into account in the work under review. Some will not accept 
all the author’s conclusions, and his manner of presentation leaves something 
to be desired; but he is always sensible, cautious and scholarly. 


Statistical Method in Industrial Production. Royal Statistical Society. 1952. 
89 pp. 7s. 6d. 


In addition to their normal series of journals, the Royal Statistical Society 
has published, in similar form, this volume of thirteen papers given at a 
conference held by the Industrial Applications Section of the Society in 
Sheffield in 1950. Most of the papers relate to quality control and other 
methods concerned with productivity. Of interest to economists is a paper 
by Mr. Philip Lyle on costing in sugar refineries. Mr. Lyle finds it con- 
venient to divide costs into overheads, factory fixed costs (“‘ which cannot 
be calculated by our accountants in the usual way ”’) and variable costs which 
in the short run, are directly proportional to output. ... If there is a 
semi-permanent change in output, factory fixed costs are changed and this 
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change per unit plus variable costs per unit constitute a concept called “* Arc 
cost’’. Thus short-run marginal costs are constant but longer-term ‘arc’ 
marginal costs tend to increase with output. 


Introduction to Economic History, 1750-1950. By G.D.H. Core. Macmillan 
& Co. Ltd. 1952. vii+ 233 pp. 10s. 


Presentation of world economic history faces the difficulty of dividing up 
the material according to one of three dimensions: period of time, geo- 
graphical areas or subjects. In this volume, addressed to the general reader, 
Professor Cole uses in turn all three, so that his chapters are not in pari 
materia: “‘ Machines and Men” and “ Population ”’ suggest a sociological, 
“Two Hundred Years Ago”, “‘The Far East” or “The Emergence of 
Russia” a more orthodox, historical approach. The mixture is stimulating, 
but the.total effect a little patchy. 


Third Annual Report on Exchange Restrictions. International Monetary Fund. 
Washington, D.C. 1952. ix-+ 227 pp. 


Under Article XIV of the Fund Agreement, it was arranged that the I.M.F. 
should consult, in the spring of 1952, with those countries still imposing 
exchange restrictions. More in sorrow than in anger, the Fund shows in 
this report how much still remains to be done before the freedom from 
restriction expected at the end of the transition period will in fact be attained. 
The bulk of the report consists of a general survey of developments in exchange 
restrictions during 1951 and early 1952, and of a series of country studies of 
the control systems in forty-four member territories and ten non-member 
countries. As a convenient source of data which is often otherwise hard 
to find, the report is invaluable. 


Papers Read to the Sixth International Congress on Accounting. Gee & Co. 
Ltd. June, 1952. 


These papers have been grouped into five booklets—Fluctuating Price 
Levels in Relation to Accounts, The Incidence of Taxation, The Accountant 
in Industry, The Accountant in Practice and in Public Service, and Accounting 
‘Requirements for Issues of Capital. 

The authors are the nominees of accounting societies in many countries. 
Their diversity of origin ensures breadth to the papers, which give a useful 
survey of accounting development throughout the world; on the other hand, 
it sometimes results in undue stress on the minutize of regulations obtaining 
in various small and remote lands. One paper deserves emphatic mention: 
Professor Willard Graham’s contribution on ‘“‘ Price Level Changes in 
Relation to Accounts ”’ is admirable in grasp, reasoning, and brevity, and 
can be recommended as the best short study yet to appear on this subject. 


1953] 


Books Received 


ANSTEY, VERA: The Economic Development of India. 4th Edition. Longmans, 
Green & Co. Ltd’ 1952. x; 677 pp. 40s. 

AsHwortTH, W.: A Short History of the International Economy, 1850-1950. 
Longmans, Green & Co. Ltd. 1952. 256 pp. 18s. 

ASSOCIATION OF CERTIFIED AND CORPORATE ACCOUNTANTS. Accounting 
for Inflation. Gee & Company (Publishers) Ltd. 1952. 149 pp. 15s. 

BAADE, F.: Brot fiir ganz Europa. Verlag Paul Parey. Hamburg/Berlin. 
1952. 230 pp. 

BHARGAVA, R. N.: The Principle and Problems of Inheritance Taxation. 
Nand Kishore & Bros. Benares. 1952. vii, 195 pp. Rs. 3/8. 

The Bill on London. Gillett Brothers Discount Co. Ltd. 1952. 95 pp. 15s. 

BREssiER, R. G. (Jr.): City Milk Distribution. Harvard University Press. 
Oxford University Press. 1952. xii, 398 pp. $6. 40s. 

Briers, G.: Zwischen Kapitalismus und Syndikalismus. A Francke AG. 
Verlag. 1952. 189 pp. S.Fr. 6.0; 9.40. 

Brown, F. (ed.): Statistical Year Book of the World Power Conference. 
No. 6. World Power Conference. 1952. 163 pp. 35s. 

Cassapy, R. (Jr.) and Jones, W. L.: The Nature of Competition in Gasoline 
Distribution at the Retail Level. University of California Press. Cam- 
bridge University Press. 1952. xii, 220 pp. 26s. 

CHRISTEN, H.: Theoretische Betrachtungen zur schweizerischen Kriegswirt- 
schaftspolitik. A Francke AG. Berne. 1952. 146 pp. S.Fr. 15. 

CONFERENCE ON RESEARCH IN INCOME AND WEALTH: Studies in Income and 
Wealth. N.B.E.R. Inc. New York. 1952. x, 230 pp. $3.50. 

COPELAND, M. A.: A Study of Moneyflows in the United States. N.B.E.R. 
Inc. New York. 1952. xxxii, 338, 241 pp. $7.50. 

CraF, J. R.: Economic Development of the United States. 1952. xi, 598 pp. 
$5. 42s. 6d. 

Datta, B.: The Economics of Industrialisation. The World Press Ltd., 
Calcutta. 1952. vi, 291 pp.; Rs. 12/8. 21s. 

Ducros, B.: L’action des grands marchés financiers sur l’ équilibre monétaire. 
Librairie Armand Colin, Paris. 1952. 152 pp. Fr. 500. 

EGie, W. P.: Economic Stabilization. Princeton University Press. Oxford 
University Press. 1952. 264 pp. $4. 25s. 

HAtt, H. R.: Some Observations on Executive Retirement. Harvard Business 
School, Boston. 1953. xiv, 298 pp. $3.75. 

Hansen, A. H. and CLEMENCE, R. V.: Readings in Business Cycles and 
National Income. W. W. Norton & Company Inc., New York. 1952. 
xi, 588 pp. $3.95. 

Haracreaves, E. L. and Gowina, M. M.: Civil Industry and Trade. H.M.S.O. 
Longmans, Green & Co. Ltd. 1952. xii, 678 pp. 37s. 6d. 


95 


96 ECONOMICA [FEBRUARY 


Harrop, R. F.: Economic Essays. Macmillan & Co. Ltd. 1952. xiii, 
301 pp. 18s. 

Hawtrey, R. G.: Capital and Employment. 2nd Edition. Longmans, 
Green & Co. Ltd. 1952. vii, 337 pp. 40s. 

HouLpsworty, Sir H. and others: Efficiency in the Nationalised Industries. 
Institute of Public Administration. George Allen & Unwin Ltd. 
1952S olleeOSsDDe, OS; 

INstiTuT NATIONAL DE LA STATISTIQUE ET DES ETUDES ECONOMIQUES: Les 
comptabilités nationales dans le monde. Presses Universitaires de 
France, Paris. 1952. 244 pp. Fr. 1,100. 

INSTITUTE OF BANKERS: Banking and Foreign Trade. Europa Publications 
etd -1952., 259" pps. iss: 

INTERNATIONAL ECONOMIC ASSOCIATION: International Economic Papers. 
No. 2. Macmillan & Company Ltd. 1952. 232 pp. 15s. 

INTERNATIONAL LABOUR OFFICE: Textile Wages. Geneva. v, 126 pp. 
As. 6d. 

INTERNATIONAL MONETARY FUND. Balance of Payments Year Book, Volume 
4, 1950-51. 1952. 289 pp. 

INTERNATIONAL TIN STUDY GrouP: Statistical Year Book 1952. The Hague, 
1952. 268 pp. 40s. 

IsARD, W. and WHITNEY, V.: Atomic Power. George Allen & Unwin. 1952. 
Xi, 235 Pp. 37S. 6d. 

Jour, W. A.: Die Konjunkturschwankungen. Editions Polygraphiques SA., 
Zurich. 1952. xvi, 676 pp. S.Fr. 37.45. 

KimMeEL, L. H.: Share Ownership in the United States. The Brookings 
Institution, Washington. Faber & Faber Limited. 1952. xi, 140 pp. 
$1.50. 11s. 

KING EDWARD’s HosPITAL FUND FOR LONDON. Report on Costing Investiga- 
tion for the Ministry of Health. London. 1952. 91 pp. 6s. 

Konpapl, C.: Indians Overseas 1838-1949. Oxford University Press. 1952. 
sail, Bron eyo ik Abe. SER 

Kraus, O.: Der Kapitalzins im Kreuzfeuer. Richard Pflaum Verlag, Munich. 
1951. 148 pp. Dm. 6.90. 

Kuznets, S. and GoupsmiTH, R.: Income and Wealth. Bowes & Bowes. 
1952. vii, 328 pp. 35s. 

Lerprock, Fr. O.: Probleme aus der Verbundenheit von Technik und Weltwirt- 
schaft. Verlag Franz Vahlen, Berlin. 1952. 103 pp. Dm. 4.75. 

McMauon, C. W.: The British Purchase Tax. Fabian Research Series. 
195252 28epps Ls: 

MARKHAM, F. M. H. (ed.): Henri Comte de Saint-Simon (1760-1825). 
Basil Blackwell. xlix, 116 pp. 12s. 6d. 

MARKHAM, J. W.: Competition in the Rayon Industry. Harvard University 
Press, Cambridge. Oxford University Press. 1952, x, 245 pp. $5. 
32s. 6d. 

Martin, K.: Harold Laski. Victor Gollancz Ltd. 1953. 287 pp. 21s. 

Meyer, F. V.: Great Britain, the Sterling Area and Europe, 1952. Bowes 
& Bowes. viii, 150 pp. 21s, 


1953] BOOKS RECEIVED 97 


MINISTRY OF Foop: Annual Report of the National Food Survey Committee : 
Domestic Food Consumption and Expenditure, 1950. H.M.S.O. 1952. 
131 pp. 4s. 6d. 

Mises, L. v. : Planning for Freedom. Libertarian Press, Illinois, 1952. 
vi, 174 pp. $1.50. 

MorGan, T.: Introduction to Economics. Prentice-Hall Inc., New York. 
1952. xxix, 857 pp. 

NAMIER, SiR L.: In the Nazi Era. Macmillan & Co. Ltd. 1952. vii, 204 pp. 
12s. 6d. 

NATIONAL BUREAU OF ECONOMIC RESEARCH : Conference on Research 
in Business Finance. New York. 1952. xviii, 340 pp. $5. 

NUFFIELD PROVINCIAL HospirALs Trust: Report of an Experiment in 
Hospital Costing. Oxford University Press. 1952. 235 pp. 5s. 

Petrigz, J. R.: The Taxation of Corporate Income in Canada. University 
of Toronto Press. 1952. xvii, 380 pp. $7. 55s. 

PHELPS, C. W. The Role of the Sales Finance Companies in the American 
Economy. Commercial Credit Company, Baltimore. 1952. vii, 87 pp. 

Poot, A. G.: Economists and Social Policy. University College, Leicester. 
1952-4 20spp.eeds. 

Postan, M. M.: British War Production. H.M.S.O. Longmans, Green 
& Co. Ltd. 1952. xvi, 512 pp. 32s. 6d. 

PosTAN, M. M. and HABAKKUK, H. J.: The Cambridge Economic History of 
Europe. Vol.II. Cambridge University Press. 1952. xv,604pp. 45s. 

Pounps, N. J. G.: The Ruhr. Faber & Faber Ltd. 1952. 283 pp. 25s. 

REDFORD, E. S.: Administration of National Economic Control. Macmillan 
& Co. Ltd. 1952. xvii, 403 pp. 

Ruys-WILLIAMS, LaDy. Taxation and Incentive. William Hodge & Company 
Limited. 1953. 188 pp. I5s. 

Rist, M.: La Federal Reserve et les Difficultés Monétaires d’aprés Guerre. 
Librairie Armand Colin, Paris. 1952. xxv, 365 pp. Fr. 1,100. 
RONKEN, HARRIET O. and LAWRENCE, P.R. Administering Changes. Harvard 

Business School, Boston. 1952. xxxviii, 324 pp. $3.50. 

Sawer, G.: Federalism. Angus & Robertson Ltd. 1952. xii, 284 pp. 
39s. 6d. 

Sayers, R. S. (ed.): Banking in the British Commonwealth. Oxford Univer- 
sity Press. 1952. xviii, 486 pp. 35s. 

ScumipT, H. G. and Hite, H. J.: Food and Agricultural Programs in West 
Germany 1949-1951. U.S. High Commissioner for Germany. 1952. 
vii, 202 pp. 

Sovanl, N. V.: Social Survev of Kolhapur City. Gokhale Institute of Politics 
and Economics, Poona. 1951. Vol. Il. x, 345 pp. Rs. 12. 18s. 
1057 ey Ole Lee xiv SOLDD. GIRS. 12,0 ASS: 

SpreGEL, H. W. (ed.): The Development of Economic Thought. John Wiley 
& Sons Inc., New York. Chapman & Hall, Ltd. 1952. xii, 811 pp. 52s. 

SRAFFA, P. (ed.): The Works and Correspondence of David Ricardo. Cambridge 
University Press. 1952. Vol. VI, xli, 353 pp. Vol. VII, ix, 387 pp. 
Vol. VIII, ix, 403 pp. Vol. IX, ix, 401 pp. 24s. each. 


98 ECONOMICA [FEBRUARY 


STARK, W.: Jeremy Bentham’s Economic Writings. Vol. 2. 1952. 458 pp. 


40s. 
STEIN, G.: The World the Dollar Built. Dennis Dobson Ltd. 1952. 288 pp. 
12s. 6d. 


STIGLER, G. J.: The Theory of Price. Revised edition. Macmillan & Co. 
Ltd. 1952. vii, 310 pp. 

SURANYI-UNGER, T.: Comparative Economic Systems. McGraw-Hill 
Publishing Co. Ltd. 1952. x, 628 pp. $5.50. 47s. 

_ Sutron, J. H.: The Prosperity Dilemma. Brown-White-Lowell Press, 
Kansas City. 1953. ix, 130 pp. $6. ; 
TAYLOR, J.: Business and Government. Barnes & Noble, Inc., New York. 

1952. xiv, 322 pp. $1.75. 


TINBERGEN, J.: Einfiihrung in die Okonometrie. Humboldt-Verlag, Vienna. 
1952. 271 pp. $39.50. 

TINBERGEN, J.: On the Theory of Economic Policy. North-Holland Pub- 
lishing Company, Amsterdam. 1952. 78 pp. 13s. 

TOMINAGA, Y.: The Truth of Money. New Liberalist Economics Research 
Institute, Yokohama. 1952. xi, 199 pp. 

UNITED Nations: Preliminary Report on the World Social Situation. Depart- 
ment of Social Affairs, New York. H.M.S.O. 1952. 180 pp. 12s. 6d. 

UNITED NATIONS: Recent Changes in Production. Department of Economic 
Affairs, New York. H.M.S.O. 1952. v, 120 pp. 

VALKENBURG, S. V. and HELD, C. C.: Europe. Second edition. John Wiley 
& Sons Inc., New York. Chapman & Hall Ltd. 1952. xiv, 826 pp. 
60s. 

Worswick, G. D. N. and Apy, P. H. (eds.): The British Economy 1945-1950. 
Oxford University Press. 1952. viii, 621. 35s. 


1953] 


Robertson on Utility and Scope 


By LIONEL ROBBINS 


Like each of its predecessors, the latest addition to Sir Dennis 
Robertson’s series of collected essays: is full of good things. Some 
of the papers on policy are indeed among the most important that he 
has ever written. It is difficult, for instance, to conceive anything more 
elegant or more closely packed with wisdom than the Presidential 
Address for 1947 to Section F of the British Association on ‘‘ The Econo- 
mic Outlook ’’; and this is only the leading example of a whole series of 
contributions whereby Sir Dennis has not only contributed to our know- 
ledge of the theory of policy in general, but has also diffused sweetness 
and light amid the anxious and bewildering problems of our day. 

For professional economists, however, probably the leading feature 
of interest will be the lengthy paper which gives its title to the whole 
collection and which consists of a more or less systematic survey of 
recent developments in the theory of value and their relevance to our 
conception of the scope of economics. As this tepresents the considered 
judgment on these important subjects of the leading exponent now in 
harness of the main Marshallian tradition at Cambridge, perhaps a 
somewhat extensive commentary may not be thought inappropriate. 


I 


Let me begin with a brief summary of the main outlines of the paper. 

Broadly speaking, it falls into three parts. 

The first (which consists of Section I of the paper) is devoted to a 
general picture of the outlook inherited by the author from the Cam- 
bridge tradition of his time and made explicit in Professor Pigou’s 
Wealth and Welfare and subsequent versions thereof. 

According to this outlook, the ultimate subject matter of economics 
is economic welfare. Changes in production and distribution are to be 
studied with a view to discovering their effects on economic welfare. 
Economic welfare is admitted as being only a part of welfare as a whole: 
but, while possible disharmonies are recognised, it is held that there is 
a presumption that what promotes the one will also promote the other, 
though not necessarily in like measure. 

The foundation of this inquiry is a theory of individual behaviour, 
of which the law of diminishing marginal utility is the basic feature, 
utility in this connection being conceived as cardinally measurable. 
The propositions involved by this theory, conspicuously propositions 


1 Utility and All That and Other Essays by D. H. Robertson; George Allen & 
Unwin, 1952. pp. 207. 18s. net. 
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relating to consumers’ surplus, can then by a cautious process of 
aggregation be developed into a theory of social welfare, the essential 
assumption in this connection being the commensurability of the 
utilities experienced by different individuals. 

After this introductory retrospect, the second part (which consists of 
Sections II, III and IV) discusses recent contributions to the theory of 
individual behaviour. 

It begins with a brief exposition of the fundamental propositions 
of the famous Hicks-Allen article, ‘‘ The Reconsideration of the Theory 
of Value.” These propositions evidently inspire the author with deep 
disquiet; for elsewhere, in another article reprinted in this volume, the 
famous ‘“ Revolutionist’s Handbook,” he refers to them as “* The Hicks- 
Allen revolution, substituting marginal rates of substitution for marginal 
utility and threatening to reduce our discipline to utter sterility ’’. 

There follows a discussion of the attempt by Messrs. Samuelson and 
Little entirely to exclude psychological elements from the theory of value 
and to rely exclusively on observable facts. On the value of all this 
the author expresses considerable scepticism : “‘ Was it worth while to 
go to such mountainous trouble to formalise in non-mental terms the 
behaviour of beings whom we have every reason to suppose to be 
equipped with minds ?”’ If this is where the revolution leads us, he 
argues, how much better to be content with cardinalism, which, if 
postulating something in practice difficult to measure, is at least intellig- 
ible in terms of everyday experience and congenial to the universe 
of discourse of the real problems. which we have to solve. 

Having thus disposed of the behaviourists, the author returns to 
Professor Hicks and his attempts to rehabilitate consumers’ surplus 
within the assumptions of ordinalism. These attempts are welcomed 
as a sign of grace and defended against certain critics. But it is 
suggested that, in going thus far, their author has unconsciously come 
to occupy a position which seems to lie within the cardinalist fold. 
In this general connection, Professor Frank Knight’s recent contribu- 
tions are praised as tending to support the cardinalist position; but the 
constructions of Messrs. Morgenstern and Neumann, which definitely 
seek to measure utility in terms of degrees of uncertainty faced, are 
held to be unhelpful. 

Finally, in the third part (which consists of Sections V, VI and VII) 
the author proceeds to deal with recent contributions to the theory of 
collective, as distinct from individual, welfare. 

It begins with a defence of the concept of economic welfare—which 
is defined, not in terms of accessibility to the measuring rod of money 
but rather in terms of Edwin Cannan’s “‘ more material side of human 
happiness”’. The possibility of divergence between economic welfare 
in this sense and welfare in general is again stressed and, “ partly for 
brevity and partly in the hope of craftily dispelling the notion that the 
phrase ‘economic welfare’ is bulging with ethics and emotiveness ”’, 
the author proposes as a substitute the term ‘ ecfare ’. 
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The argument then embarks upon a discussion of Mr. Kaldor’s 
suggestion for giving precision to the notion of an increase in aggregate 
productivity and of the various criticisms to which that has given rise. 
The opinion is expressed that most of these refinements have been more 
or less mutually destructive ; and the author declares candidly his 
preference for the Pigovian treatment with its separation of the ideas 
of production and distribution which, he argues, “ enshrines a basic 
truth which any group, and especially a national group in an acutely 
competitive world, will neglect at its peril ”’. 

This leads to a frontal attack on the refusal to allow interpersonal 
comparisons of utility. Here Mr. Little is picked out for commendation 
for his blunt assertion that such comparisons are possible. But, at the 
same time, the question is posed how he manages to do this if he is not 
prepared to admit cardinal measurements of individual utilities. ‘‘ It 
is precisely because I agree with Little that we do want to, and believe 
that we can, make such interpersonal comparisons, and draw in- 
ferences from them about such important matters as taxation policy, 
that I find the claim of the Paretians to have proved the redundancy 
of the concept of cardinal utility so irritating. I don’t mind being told 
that it is false—we can proceed to argue about that. But when I am 
told that I can go on believing it if I like but that it will not enable me 
to say or do anything which I couldn’t say or do equally well without it, 
then I find it very hard not to get cross. For that seems to me quite 
patently not the case.” 

The paper concludes with a statement of the problems proper to be 
the subject of the attention of the economist, as conceived from this 
point of view. The opinion expressed in the Presidential Address to the 
Royal Economic Society that the economist should move mainly on the 
economic plane as thus conceived is strongly reiterated. If, however, 
this is to be transcended, then the doubt is expressed whether much help 
is to be obtained from exhibiting the ultimate assumptions in the form 
of an all-embracing social welfare function “‘ whose maximization would 
indicate that all our decisions have been those which the Archangel 
Gabriel, or perhaps only those which Uncle Joe Stalin, would have 
made in our place ... When we reach these regions of ultimate 
decision, I find it difficult to believe that mathematics has much 
to say that is not said more briefly in that aspiration of the Book 
of Common Prayer—that we may have a right judgment in all 
things.” 

My comments on all this will follow the same order of arrangement. 


Il 


To begin then with the theory of individual behaviour. 

On Sir Dennis’s first point, the unhelpfulness of methods of explana- 
tion which seek to avoid all reference to mental events and to rely solely 
upon hypothetical observables, there is nothing for the present reviewer 
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to do but express cordial agreement. Pure behaviourism has not 
proved a particularly helpful method in psychology proper. Why, 
at this time of day, we should go out of our way to shackle ourselves with 
its self-frustrating inhibitions is not at all evident. It is perhaps true 
that in certain very simple cases of once-for-all choice, we can imagine 
behaviour curves constructed simply by exposing a collection of econo- 
mic subjects to a sufficient number of alternatives and just watching 
their reactions as if they were mice in an experimental cage. On this 
basis, perhaps, without invoking the idea of a single thought going 
on in the heads of the persons concerned, we could reproduce descrip- 
tions of the conditions of equilibrium which in fact were first 
evolved in a much less sophisticated way. But as soon as we departed 
from these laboratory conditions we should be utterly at a loss to 
maintain the make-believe. How explain the phenomena of speculative 
markets without referring to anticipations of future events? How 
describe broad financial movements without contrast between plans and 
their fulfilment ? It will surely come to be regarded as a paradox in 
the history of thought that, just at a period when the problems of 
economic dynamics were beginning to be successfully tackled by 
methods which can properly be described as extensions of the subjective 
theory of value, there should have developed a tendency to restate the 
statical foundations in terms which deliberately eschew any reference 
to the subjective at all. 

Thus on the undesirability of hurling the baby out with the bath 
water, I am completely at one with Sir Dennis : I do not think that it 
is sensible to restrict our generalizations to observables and I see no 
objection to explanation in terms of assumed calculations and estimates. 
My difficulties relate to the nature of these calculations and estimates. 
Sir Dennis attaches great weight to the retention of the cardinal con- 
ceptions with which some at least of the better known versions of the 
subjective theory began—that of Jevons, for instance ; I must confess 
to a certain preference for the ordinal conceptions characteristic of 
more recent formulations. 

Some of Sir Dennis’s more emphatic language in this connection is 
in the nature of an argumentum ad hominem. If you will not admit 
cardinal utility in the theory of individual behaviour, he urges, then 
you have no basis for interpersonal comparisons in the theory of social 
welfare. As may be suspected and as will be revealed in some detail 
later on in this review, I am perhaps not the man to be greatly moved 
by this particular argument. But J am sure that Sir Dennis would not 
wish us to decide the central issue on this argument. It may perhaps 
be true that the fate of certain theories of welfare economics depends 
upon the answer to the question whether individual judgments of utility 
are to be conceived in cardinal or ordinal terms. But it cannot be true 
that the answer to this question must be determined by the necessity 
to save these particular theories. That is a matter which must be settled 
on its own merits. 
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Now before entering into argument I would like freely to admit that, 
so far as the pure theory of value is concerned, I think that it is possible 
to make much too much of this question. There are certain matters 
of definition which are affected by its decision one way or the other— 
the definition of complementarity, for instance ; and it is reasonably 
clear, even to a non-mathematician, that methods of algebraic ex- 
position will be not inconsiderably affected—think of the almost 
indefinite proliferation of determinants which apparently the ordinal 
conception necessitates. But I cannot repress the conviction, whose 
confession doubtless will brand me once and for all as a Philistine, 
that when all is said and done the broad important outlines of the theory 
are not very seriously affected. Description of the conditions of con- 
sumer equilibrium in terms of equality between objective exchange 
rates and marginal rates of substitution happens to seem more elegant 
and more correctly stated than the older proportionality of exchange 
rates and marginal utilities. But it is surely wrong to pretend that it is 
an entirely different type of solution. To use the terminology chosen 
by their authors, the Hicks-Allen constructions are a reformulation ; 
but they are not a revolution. If all that Sir Dennis were doing, were 
to exhort us not to lose our sense of proportion, I do not think 
that there would be much to disagree about. 

But, of course, he is saying more than this. He is saying that, when 
we choose, we do so in virtue of estimates which are in principle 
quantitatively measurable rather than a mere ranking in an order of 
importance. And here, while I have no wish to make a fuss about a 
refinement which, in this context at any rate,' is perhaps of no great 
importance, on challenge, I must take the other side. I can think of 
choices which might be conceived in terms of some sort of quantitative 
measurement—the decision, for instance, whether or not to have a 
second helping of porridge—where it is perhaps not completely un- 
plausible to assume reference back to some absolute quantum of sensual 
gratification which in principle might be measured. But in the main, 
when I introspect on these matters, I find judgments of a quite different 
nature. The kind of subjective valuation which lies behind an act of 
choice seems to me to be typified by the statement that I prefer this 
Rembrandt to that Holbein, where surely it would be fanciful and 
unrealistic to imagine some measuring rod applied to the degree to which 
each object lifts me above the zero of pleasure. Nor am I moved to 
take the olive branch extended by Sir Dennis when he exhorts us to 
reflect whether our differences may not be resolved by recognition of the 
difference between measurement in principle and measurement in prac- 
tice. I suspect that there may be all sorts of ambiguities in the termin- 
ology of this dispute; I distrust the word ‘‘ measurement ” and, lacking 
expert qualification, I am loath to set great store on the verbal distinc- 
tion between cardinalism and ordinalism. But I feel pretty sure that 
there is a real distinction implied in the proposition which I learnt long 


1i.e., in the pure theory of value as opposed to welfare economics, 
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ago from Professor Mises that Das Werturteil misst nicht, es stuft 
ab, es skaliert.+ 

Having said this, however, I must state a reservation. Professor 
Robertson, who has spent much time with the high authorities, informs 
us that to be an ordinalist you must refuse to believe in the possibility 
of the judgment of differences. That is to say, that while I may say 
I prefer A to B and B tc C, I may not say that my preference for A over 
B is greater than my preference for B over C, for that involves the 
possibility of cardinal measurement. I confess that I find this very 
difficult to swallow. If it is true, then, while retaining my right to differ 
with Sir Dennis on the real nature of the judgment of value, I will cheer- 
fully consent to be called a cardinalist. For J am quite sure that I can 
and do judge differences. The proposition that my preference for the 
Rembrandt over the Holbein is less than my preference for the Holbein 
over, let us say, a Munnings, is perfectly intelligible to me ; but it does 
not seem to imply more than the capacity to recognize an order of 
importance of possible experiences. To relapse into abstraction, the 
fact that I can “ find a point B between A and C such that the move 
from A to B is rated just as highly as the move from B to C does not 
seem to me to be ‘ the same thing as saying that the interval A—C is 
twice the interval A—B’”’, as Sir Dennis says the ordinalist asserts. 
This seems to me a non sequitur. The one judgment asserts equivalence; 
the other implies the possibility of addition. To say that a) particular 
Rembrandt and a Titian seem equally important does not seem to me 
to imply that I am saying that the Rembrandt plus the Titian will give 
me twice as much pleasure. And, surely, if it were true that the mere 
possibility of judgments of equivalence implied cardinal measurement, 
then the ordinalist would not have a leg to stand on anywhere ; for the 
whole of this side of the theory of value rests upon the possibility of the 
quantification of such judgments in terms of the relation of different 
types of goods. But I suspect that the matter is all much more 
complicated than this. It is much to be wished that some authoritative 
ordinalist, such as Professor Hicks, would tell us (a) whether he 
regards as impossible the ranking of differences, as in my Rembrandt- 
Holbein-Munnings example above, and (b) whether, if the answer to 
this is in the negative, he regards such a ranking as necessarily implying 
cardinal measurement. 


Ill 


Let us now turn to wider problems in the economics of welfare in 
general. 

Here let me say at once that I should find it very hard to accept 
Sir Dennis’s attempted rehabilitation of the ‘“‘ more material side of 
human happiness” as the best definition of the subject matter of 
economics ; and I am very surprised to find it taking the place of the 
Pigovian “ accessibility to the measuring rod of money ”’, which, if not 

1 Ludwig Mises, Die Gemeinwirtschaft (Zweite Auflage), p. 93. 
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the same thing as the definition in terms of scarcity which I favour, 
differs from it only in a certain implied institutional restriction. 
I hasten to add that I do not regard this as a major doctrinal difference. 
For the best part of a quarter of a century Sir Dennis and I have been 
amiably discussing various problems of theory and practice without, 
so far as | am aware, our agreements or differences ever being influenced 
by this apparently quite fundamental difference of opinion concerning 
the definition of our subject. It is always easier to discuss the 
same things than to agree how to describe them ; and for most pur- 
poses it is the discussion of particular problems which counts. 

Still, if we are to discuss definitions, I must confess that I find it 
strange that Sir Dennis should argue so strongly for one which so 
obviously leaves out many of the things which, in his role as economist, 
he does, so to speak, every day of the week. By this, I am not referring 
to his exhortation to stick to our last and to refrain from invading other 
spheres ; there will be something to say about that later on. I am 
referring rather to his definition which, taken literally, certainly excludes 
activities which I am quite certain he would admit to lie completely 
within the most humble conception of the business of the economist 
—discussions of the national income for instance, a substantial portion 
of which consists of services and uses which cannot by the most drastic 
distortion of language be said to minister to the “ more material side 
of human happiness ”—symphony concerts, the duties of the Arch- 
bishop of Canterbury, military planning, philosophy tutorials, the 
ballet and so on. Why should the use of scarce resources to provide 
for the more material side of human happiness be deemed a legitimate 
object of study for economists, while the use of scarce resources for 
promoting the less material side should not ? 

It was difficulties of this sort, I well remember, which first led to my 
own discontent with this kind of definition. I had been brought up 
as—what I hope in most respects I still am—an admiring student of 
Edwin Cannan. I had read in the first chapter of his Wealth that the 
subject matter of economics was “‘ the more material side of human 
happiness ” and had been expressly warned that this left out war and 
many other things which must not be regarded as wealth but rather as 
illth. And then, one day, having dutifully bent over backwards to make 
palatable this definition to my students, I was put to lecture on the 
economics of war and found that the general techniques of economics 
had much that was useful and illuminating to say about problems which 
had been specifically denied to be part of the subject matter. I note 
that Sir Dennis echoes Cannan’s exclusions. And I cannot help asking 
how he and Edwin Cannan can have explained to. themselves the 
peculiar accident of the universe which brings it about that the 
generalizations which, on their way of thinking, must be restricted to the 
analysis of those activities ministering to the more material side of 
human happiness, prove to have equal applicability to all sorts of other 
activities which their definition not only leaves out but rather, quite 
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deliberately, pushes out. Surely, something has gone wrong some- 
where. 

In exactly the same way I find it difficult to accept Sir Dennis’s 
distinction between welfare and economic welfare. Suppose that we 
are considering the erection of a cathedral. On Sir Dennis’s view of 
our subject matter, we should presumably regard the fact that it is a 
convenient shelter from the rain and, if taken over by the Soviets, 
can be used as a granary, as its potential contribution to economic 
welfare, whereas the gargoyles on the porch and the towers are the 
servants of non-economic welfare. To my way of thinking this is not 
at all helpful. As I see things, the concept of welfare embraces many 
states of mind, some of a merely ‘‘ sensual ”’, some of a more “ spiritual ”’ 
nature ; and, for some purposes, it may be interesting to sort them, out 
into different classes. But the class “ economic ”’ will not be one of them. 
On this view, there are no economic states of mind. There are 
economic factors involved in the achievement of states of mind. But 
the states of mind themselves are not economic. Nor are the more 
“* spiritual’ states of mind necessarily any less dependent on 
economic factors than the less. Indeed, it may cost less in terms 
of scarce resources to put a roof on the cathedral and to instal 
hot water pipes, than to build the soaring spires and gorgeous 
canopies. 

I have often asked myself how it was that definitions and distinctions 
which seemed to me so misleading should commend themselves to 
authorities so eminent and so acute as Edwin Cannan and Sir Dennis. 
After a good deal of pondering, I think I see a plausible explanation. 
Our states of mind depend, on the one hand, upon our wants and tastes 
and, on the other, upon the means available for their satisfaction. 
Now consciousness of want or objective is something essentially mental 
or immaterial : whereas the means of satisfying these wants or attaining 
these objectives can be described as “ material ” in that they are outside 
our minds, a part indeed of the external world. Now the study of wants 
as such or the modes of their change, is not part of the subject matter 
of economics, whereas the relations between wants and the scarce 
means of their satisfaction quite obviously is. If by a loose use of 
language this field comes to be called ‘‘ the more material side of human 
happiness”? then we speedily get into all the confusions and artificial 
classifications I have tried to point out. But it does not sound alto- 
gether unplausible. 

In fact, I suspect this is what has happened. The more I con over 
what Sir Dennis has to say in this connection, the more I become 
convinced that what he is driving at is the distinction between ends as 
such and the relation between given ends and the scarce means for 
achieving them : and my impression is that if you substitute the phrase 
“means of welfare’? for the phrase ‘“‘ economic welfare’, in most 
places where it occurs, you will find that his argument proceeds as 
before but without all the difficulties which arise from the implication 
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of his definition that only certain kinds of ends, the “‘ more material ’’, 
come properly within your purview. 

But if this is so, then we ought all the more to resist, as tending away 
from possible reconciliation, Sir Dennis’s proposed emendation of 
Professor Pigou’s title. The Economics of Welfare is a title which in 
itself begs no questions. Whereas, if the above analysis be correct, 
A Study of Economic Welfare does. Nor shall we welcome as conducive 
to mutual understanding that very dubious and elusive entity “‘ ecfare ’’. 
We can agree wholeheartedly with its inventor that what economists 
have to study is the dependence of states of mind upon the availability 
of means rather than states of mind as such ; and we can agree that 
states of mind can change for better or worse as a result of influences 
and tendencies which are right outside the scope of economics. But 
we must question whether this distinction, which is real and important, 
is best kept in our minds by a term which suggests that, in studying 
these means-ends relationships, we are also picking and choosing among 
the ends themselves. 


TV. 


I turn now to the much debated question of interpersonal comparisons. 
I confess that I do this with some reluctance: so much has been 
written already. But I have a tiny olive branch up my sleeve ; and it 
may serve some purpose to produce it. 

Let us begin by re-stating the problem. Let us suppose that Sir 
Dennis and I are discussing the tastes and dispositions of our colleagues. 
There is no conceptual difficulty in comparisons of their relative valua- 
tions. If Sir Dennis thinks that, given his present provision with 
commodities and means of purchase, Professor X values a first edition 
of Ricardo more in terms of bottles of whisky than Professor Y, 
whereas I think the contrary, there is absolutely no difficulty in a friendly 
resolution of the dispute. We can form a little deputation and ask 
Professors X and Y or—if we are anxious to escape the contempt of the 
more astringent behaviourists among the younger generation—we can 
stealthily fix up a rather elaborate experiment in which Professors X and 
Y are exposed to the respective temptations of the commodities in 
question, and watch how they respond. On the basis of assumptions 
of this kind we can develop many of the main propositions of the 
general theory of value. 

But now suppose that Sir Dennis and I differ concerning the absolute 
level of enjoyment which Professors X and Y would derive from the 
possession of the first edition of Ricardo. I say that I think that it is 
X who really gets most out of it whereas Sir Dennis thinks that it is Y. 
In this case no such definite means of resolving the difficulty are 
available. If we try asking, the probability is that we shall be jointly 
involved in reproaches of impertinence. ‘“‘ What, compare my refined 
delight in this superb item with the vulgar complacency of that fellow,” 
sniffs Professor X, ‘“‘ That effete snob may say what he likes,” bellows 
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Professor Y, ‘“‘ but in fact my poor treasures mean more to me than he 
has ever felt about anything”’. There is no objective means of settling 
the dispute. 

Let us remind ourselves of the classical passage in which Jevons sets 
forth the doctrine of non-comparability : it will serve to focus in more 
sedate language the difficulty I have just set forth. ‘*‘ The reader will 
find’, says Jevons, referring to his theory of value, “that there is 
never in any single instance an attempt made to compare the amount 
of feeling in one mind with that in another. I know no means by 
which such comparison may be accomplished. The susceptibility of 
one mind may, for what we know, be a thousand times greater than that 
of another. But provided that the susceptibility was different in a like 
ratio in all directions, we should never be able to discover the difference. 
Every mind is thus inscrutable to every other mind and no common 
denominator of feeling seems to be possible”. (Theory of Political 
Economy, 3rd Edition, p. 14.) And he goes on to demonstrate that 
the theory of value does not need such comparisons. 

Now it is the essence of Sir Dennis’s position that we do in fact 
make such comparisons. It is all very well to say that they are 
impossible, he argues, but in fact they are made continually. Every 
time we try to make an equitable division of goods, among the factors 
taken into consideration are the respective capacities for enjoyment 
of the possible recipients. This happens when the head of the family 
is serving out dinner. It happens in a more exalted sphere whenever 
we are discussing distributive justice. Whatever may be the difficulties 
of making them, such comparisons are actually made. 

But this does not really resolve the issue. Presumably no one will 
dispute that we do make statements of this sort. The question is, are 
they statements which are capable of verification either by observation 
or experiment ? The occasion of the hypothetical dispute outlined 
above was the making of such comparisons, and the problem was how 
to judge between them, if the comparisons made by one person happened 
to differ from the comparisons made by another. 

At this point, let me produce my tiny olive branch. In the past, 
comparing judgments which are capable of objective verification with 
judgments which are not so verifiable, I have sometimes put my point 
in the form of a comparison between judgments of fact and judgments of 
value. Mr. Little takes me to task for this usage. We should regard the 
judgment that one man was angrier than another, as a judgment of 
fact, he argues. Why should not the judgment that one man is happier 
than another, fall into the same category ? 

Now there is never much point in disputes about mere words. 
I think it could be argued that, because of the unavailability of objective 
tests, there was an element of the subjective in statements about anger. 
But, provided Mr. Little and Sir Dennis will agree that the kind of 
judgment here differs as regards verifiability from the kind of judgment 
with which I have contrasted it, I agree to accept rebuke for using the 
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term judgment of value in a way they dislike, and to remain quiet, 
and indeed in a sense acquiescent, when they say they are making 
judgments of a certain kind of fact. In any case I would emphasize 
that to say of a judgment that it is a judgment of value does not mean 
that it is a merely arbitrary judgment. I don’t know how values arise 
in the world or how we come to perceive them. But I am sure that 
judgments of value are an essential ingredient of purposeful action. And 
I like to think that when we argue about them, although we cannot test 
our results in the way in which we can test purely scientific arguments, 
we are not merely arguing to decide who is to be master of the world. 

Having said this, however, I must go on to maintain that the proposi- 
tions involving interpersonal comparisons which Sir Dennis wishes to 
defend, rest ultimately upon assumptions which are essentially con- 
ventional in character. When, for purposes of discussion of, let us say, 
the effects of progressive taxation, we assume that the economic 
subjects are equally capable of deriving satisfaction from equal incre- 
ments of income, we are certainly not even pretending to be talking about 
facts. If we were trying to make statements about the facts of the 
situation, I suspect that most of us would say that people are not equal 
in this respect, that their capacity differs enormously. But that, of 
course, would be neither here nor there. For good or for bad, what we 
are doing in this connection is to make statements about the logical 
implications of certain conventions which, at bottom, are political. 
It is as though we had said, society will not be just, or it will not run so 
as to yield good results, unless we act as if the citizens were equally 
capable of satisfactions. I don’t urge that this is always a sensible 
thing to say; I can conceive all sorts of reasons why this procedure 
is not always as helpful as is often thought. But I do urge that this is 
what in fact is being done. And I do urge, further—and here I come 
back to Sir Dennis—that this exploration of the implications of 
political conventions is something which is skies apart from the kind 
of analysis employed in the pure theory of consumers’ behaviour. 
Sir Dennis seems to think that, unless they are all of a piece, the whole 
structure of thought collapses. I would argue rather that in the pure 
theory of value we do better without the conventions; and that in any 
theory of general welfare, instead of pretending to proceed within the 
same universe as that of the theory of value and distribution, we do 
far better to introduce our supplementary assumptions explicitly and 
attempt to vindicate them for what they are—conventions imported 
into applied economics from the sphere of political philosophy. 


Vv 


But this brings me to the last point I wish to raise in this already too 
protracted commentary. 

Throughout all the detail of Sir Dennis’s strictures, there runs a 
recurrent motive—the apprehension, namely, that the cumulative 


110 ECONOMICA [MAY 


tendency of recent reformations is greatly to diminish the utility of our 
subject. The abandonment of old-style measurability,! the rejection 
of the distinction between economic and other forms of welfare, the 
recognition that the Jevonian “ gulf” is only to be bridged by a 
convention imported from elsewhere, these changes, he fears, threaten 
“to reduce our discipline to utter sterility’’ and make it impossible 
for us to give advice which is helpful about anything. 

I do not share this view. I admit that there is practical usefulness 
in the contrast between changes in production—or, better said, 
productive power—and changes in distribution; and as one who in the 
past has expressed scepticism of the possibility of making judgments 
here without the importation of conventional elements, I have welcomed 
recent contributions which have rendered this scepticism unnecessary. 
I am indeed a little surprised that Sir Dennis is not more sympathetic 
to these contributions ; for their explicit purpose is to put the contrast 
to which he attaches so much importance, on a firmer conceptual 
basis. I should be very sorry to say anything which might cause 
Mr. Kaldor the slightest embarrassment; but since his original 
suggestion of the compensation test was made by way of criticism of 
something I had said, it is perhaps not inappropriate for me to say that 
I have always thought that it was a very helpful idea. I would not 
suggest that it is likely to be very helpful in practice. But it is always 
a good thing to get our ideas straight: and to be able to define clearly 
the conditions under which we can speak of a change involving a change 
of productive power, is surely something to be welcomed. 

But suppose that this was not established. Even so, I should still 
find it hard to agree with Sir Dennis’s fears. Why should it vitiate 
the utility of a scientific discipline to admit that it cannot anywhere 
be used for purposes of appraisal without invoking criteria which come 
from outside? Is it a reproach to classical mechanics that by itself 
it furnishes no ultimate prescriptions for civil engineering ? Is it not 
sufficient that, in its humble way, it can be held to provide knowledge 
which is relevant, if these ultimate aims are to be satisfactorily carried 
out? Similarly with economics. By itself the knowledge it provides 
may furnish no means of choosing between social objectives. But if 
it can provide knowledge which is relevant to this choice, that is enough. 
And that, surely, is not in question. How much of what is said in the 
rest of this invaluable book really stands or falls on the cardinal measure- 
ment of utility or on the objectivity of interpersonal comparisons ? 

Against this Sir Dennis might urge that a man who wished to be 
helpful in civil engineering would almost certainly fail if he knew 
nothing but classical mechanics, and that an economist who wishes 
to be helpful on policy will be unlikely to achieve his aim if he knows 
nothing but economics as restricted by modern reformulations. On 


1 Attentive readers will please note the adjective. I leave to others, more expert 
than I am, the question whether the kinds of order that we recognize may not, in 
some: sense, be said to be measurable. 
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this there must be full agreement. But how remedy the situation ? 
Sir Dennis would seek to endow his economist with a wider, although 
limited and appropriately diffident, authority derived from within 
economics itself. I feel that this hope is vain and that it is far better 
from the outset to look elsewhere for the measuring rods of appraisal. 
Sir Dennis has a more ambitious conception of what economics itself 
implies but would confine the economist to that sphere. I incline 
to a narrower view of what can be got out of economics alone and 
exhort the economist, if he hopes to be at all useful, deliberately to look 
outside. ; 

Here, as elsewhere, it is important not to exaggerate the practical 
significance of all this. Sir Dennis’s peroration contains a superb 
summary of the considerations outside economics, as he conceives it, 
which are relevant to final judgment; and it is difficult to believe that 
any change in definitions and primary conceptions could make more 
penetrating or more piquant the quality of his analysis and advice on 
particular problems. But there is, I suspect, a pedagogic issue which 
is not entirely unimportant. The masters of our subject in modern 
times, from Alfred Marshall to Sir Dennis himself, have all been men 
whose educational background included much more than mere 
economics and who invoked history and politics with authority. 
I confess that it has sometimes occurred to me that, for students, too 
exclusive an attention to the subject as Sir Dennis describes it, may 
sometimes run the danger of consequences which we should all agree 
to be unfortunate—immediately, despite the warnings of introductory 
chapters, a naive belief that most, if not all, of the solutions to modern 
problems were to be found within its ambit; and later, when dis- 
illusionment has supervened, a habit, most disconcerting to one’s 
fellows, of rediscovering the most crashing truisms of politics and 
history and leaping from the bath, so to speak, with Archimedean 
enthusiasm, running naked through the city recommending them 
stridently to all and sundry. 

Is this altogether fantastical ? I do not think it is, even though the 
induction be a trifle Baconian. But I would not like to conclude 
without emphasizing that in this instance, as in all the others I have 
touched upon in these comments, it is only with reserve and some 
trepidation that I express views which may diverge from those of the 
wisest and most eminent practising economist in this country. 


The London School of Economics. 
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The Logic of Surprise 
By G. L. S. SHACKLE 


‘“* A SURPRISE IS EXPECTED”. These words on a newspaper placard 
carry at first sight the suggestion of a contradiction in terms. Surprise 
is what we feel when an expectation has gone wrong, has proved in the 
event to have been ill-founded and false. How then can one expect 
to be surprised ? One possible explanation is trivial: the expectation 
was in the mind of person A and concerned a feeling to be experienced 
by person B. But let us ask whether in any sense a man can expect that 
he himself will on some specific occasion experience surprise. On broad 
grounds of common experience and common sense we may well be 
inclined to start by saying: Well, we all know that there is such a thing 
as a feeling of surprise, we have all experienced it at one time and 
another, and it would be absurd to say to oneself at any stage of life: 
“* T shall never again be surprised’. So at least in a vague and general 
sense we do assume, and accept the fact, that life has surprises in store 
for us, though whether this is more than the inescapable result of cold 
reflection, whether it really represents a lively and insistent conviction, 
is perhaps more doubtful. But plainly there is here a paradox: on 
the one hand there is the fact that each one of us feels sure that he 
will in the future experience surprise, on the other hand there is the 
fact that surprise is what we feel when that has occurred which we did 
not expect. It may beasked: Is the indefiniteness of the future occasion, 
its being quite unspecified as to date or circumstances, an essential 
condition for the possibility of entertaining a belief that we shall feel 
surprise ? No: it is, I think, possible to expect to be surprised by what 
will happen on an occasion which is in some sense particularised. The 
paradox is a close-knit and definite one. To resolve it we need first 
some definitions. 

There are two things that I think we can reasonably mean when we 
say that a person expects such and such a state of affairs or such and 
such an event. The state of affairs being specified, and its location in 
future history being stated by naming a calendar date or by describing 
an organic sequence of situations of which the particular state of 
affairs is the end-product, or by naming some, so to speak, pigeon- 
hole in future history such as ‘the next General Election’ or ‘ the 
next debate in the Commons on economic affairs ’, we can mean, when 
we say that a given person ‘ expects’ this state of affairs to arise at 
the named ‘cue’, either that he attaches zero potential surprise to 
this as well as to many other mutually exclusive hypotheses, or else 
that he attaches some degree greater than zero of potential surprise 
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to all hypotheses other than this one. Even with the first, and weaker, 
of these two meanings our paradox appears. 

In conversation we use such words as ‘ surprising ’ and ‘ unexpected ’ 
with little heed to fine shades of meaning or to precision and con- 
sistency. But for my present theme I must recall a distinction which 
I suggested some years ago! and which is not, I should maintain, a fine 
or subtle difference of meaning but a plain and essential one. By a 
counter-expected event | mean an event which has figured as a member 
of the set of hypotheses provisionally entertained by some individual 
about the outcome of some course of action or some ‘ experiment ’, 
or about the answer to some question, and which has been carefully 
examined by him in that context and as a consequence has been assigned 
a high degree of potential surprise. A counter-expected hypothesis, 
that is to say, is in rough language a hypothesis that has been looked 
at and rejected. In contrast with this I define an unexpected event as 
one which has never been formulated in the individual’s imagination, 
which has never entered his mind or been in any way envisaged. But 
here we must be careful. Evidently the question whether an event 
has been thought of or not may depend on the degree of exactness and 
detail in which it is specified. If I lose my latch-key, the possibility 
that I shall find it ‘at home’ will no doubt be in my mind; but the 
idea that it could have found its way into my three-year-old daughter’s 
money-box may have escaped me in that explicit form. Yet this also 
answers to the description of finding the key ‘ at home’. 

These two categories, counter-expected and unexpected situations 
or events, are exhaustive in the sense that under one or other of these 
heads can be included every kind of event or state of affairs which 
does not conform fully and precisely to an imagined situation or event 
pre-existing in the individual’s mind and carrying zero potential surprise. 
Now to say that someone expects to be surprised by a counter-expected 
event involves a logical contradiction. Some precisely specified future 
event is imagined, and some degree, zero or greater than zero, of poten- 
tial surprise is attached to the hypothesis of its occurrence. To expect 
this event means, at any rate, to assign to it zero potential surprise; 
but in that case this zero degree of surprise is what is expected to be 
experienced if this event occurs. Thus it follows that our paradox can 
only be resolved by supposing that one can expect to be surprised by an 
unexpected event. In what circumstances will this be possible ? This 
latter question is really two questions: 

(a) What circumstances expose a man to the occurrence of an 
unexpected event ? 


(b) In what circumstances will he be aware of this exposure ? 
Here we are not thinking, of course, of events in general, but of the 
outcome of specified antecedents, the result of an ‘ experiment ’ defined 


1“ The Expectational Dynamics of the Individual ”, Economica, May, 1943. See 
also Expectation in Economics, Cambridge University Press, 1949, pp. 73, 74, 76. 
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in some respects as to its character and particular occasion. All of us, 
needless to say, are at all times exposed to unexpected occurrences in 
general. Question (a) asks in what circumstances, when a man has 
been looking at some particular pigeon-hole of future history, what 
actually happens can have altogether escaped his survey of possibilities, 
so that the degree of potential surprise he assigned to it was neither 
zero nor greater than zero, but was non-existent, a sheer blank. If 
the question to which the event will provide the answer is a very simple 
one, so that the answer will be, for example, simply Yes or No, or a 
single number, then it is plainly almost impossible that the individual 
should fail to survey, at least in principle and by implication, all out- 
comes which are logically conceivable, so that no loophole will be 
left for anything to occur which he has not thought of and to which he 
has not assigned some degree of potential surprise. When the question 
is a Yes or No question or a ‘ one-dimensional’ question, there can 
scarcely be any possibility of an occurrence which is unexpected in 
my special sense. It is when the answer must consist in a catalogue 
of a great many particulars and details that the very existence of some 
of the individual characteristics, or the possibility of certain combina- 
tions of them, may be overlooked by the individual when he considers 
the matter in advance. Complexity of the event is therefore, I think, 
a circumstance which must be present if the individual is to be in fact 
exposed to the occurrence of an unexpected event. Thus, for example, 
the size of a dividend could not be unexpected in my sense, though it 
could of course be counter-expected. But a Budget, or some of its 
proposals, could be unexpected, because the variety of possible com- 
binations of measures is so great. We come, then, to question (5). 
By an exhaustive set of rival hypotheses about some question I 
mean a set of headings under one or other of which the individual feels 
certain that he will be able to place the true answer to the question 
when it shall become known. Some at least of these headings will 
ordinarily be stated with some precision and fulness of detail, but the 
individual may not feel certain that the true answer will be found 
amongst these accurately stated hypotheses. If so, in order to make 
the set of hypotheses exhaustive he will have to include a residual 
hypothesis, which will be simply a recognition of the non-exhaustiveness 
of his list of precisely stated hypotheses. Since, if the question is 
meaningful, it must necessarily have some true answer, the individual 
will acknowledge that one at least of his exhaustive set of rival hypo- 
theses must be assigned zero potential surprise. But there is nothing 
in general which compels him to attach zero potential surprise to any 
of his fully stated hypotheses : every one of these may carry potential 
surprise greater than zero, and the zero degree be attached only to the 
residual hypothesis. If so, there is no logical contradiction in his 
believing it possible that when the true answer shall become known, 
its character in detail will surprise him. More precisely we can say 
that no logical contradiction is involved in the individual’s assigning 


1953] THE LOGIC OF SURPRISE 115 


zero potential surprise simultaneously to each of the ideas (1) that 
the true answer when it shall become known will fall under his 
residual heading, and (2) that its character in detail will cause 
him surprise. 

By way of illustration, suppose that a 19th century physicist had been 
shown an electronic digital computer performing in a matter of minutes 
calculations that no human computer could execute in a lifetime. 
Unable to conceive how the miracle was wrought, yet convinced that 
the apparently impossible was in fact being done, he might well have 
attached potential surprise greater than zero to any conjectured, but 
plainly unsatisfactory, explanations that had occurred to him, and so 
have been compelled to reserve zero potential surprise for a residual 
hypothesis. And he might well have admitted to himself that the true 
explanation when it should be revealed was almost bound to surprise 
him. 

It is evident that the existence, amongst his exhaustive set of rival 
hypotheses, of a residual hypothesis is a necessary condition of his 
being able to attach zero potential surprise to the idea that the eventual 
true answer will surprise him. For if all the hypotheses which together 
compose the exhaustive set were each fully specified in detail, he would, 
by the meaning of the words, not expect to be surprised by any one 
of those which he expected to occur. But is the existence, in his ex- 
haustive set, of a residual hypothesis a sufficient condition for him 
to ‘ expect to be surprised’? I think the very fact that he has been 
baffled in his attempt to formulate in detail an exhaustive set of rival 
hypotheses indicates that he will necessarily be surprised by the truth 
which resolves this bafflement: anything not capable of surprising him 
would have occurred to him. If we say that the existence of a residual 
hypothesis is a sufficient (as well as a necessary) condition for the 
individual to be able without logical contradiction to ‘ expect to be 
surprised ’ by the true answer, we are giving to the word ‘ expect’ 
the stronger of the two meanings mentioned above. For we are saying 
that the individual will attach potential surprise greater than zero to 
the idea that the true answer, when it shall become known, will not 
surprise him; we are making the word ‘ expect’ mean that the in- 
dividual has some positive degree of confidence in the idea that he will 
be surprised. 

The argument to this point may be summarised thus: an actual 
experience will cause surprise when an imperfect image of it has been 
formed in advance; and the imperfectness can consist either in some 
wrong characteristics or details being specified in place of right ones, 
or in blanks having been left in the picture, that is, it can consist in 
characteristics or details which in fact belong to the experience having 
been omitted altogether; or again we can say, in the experience having 
*‘ dimensions ’ beyond the list of those which the individual could specify 
in advance. If the existence of these blanks, and the individual’s 
inability to fill them in, has been recognised by him in advance, and if 


116 ECONOMICA " [MAY 


he also recognises that their existence exposes him at least to the possi- 
bility of being surprised when the actual event fills them in, he can be 
said to ‘ expect to be surprised’. For he will then attach zero potential 
surprise to the hypothesis that the filling of the blanks will, by its manner 
or matter, not by its occurrence, surprise him; and to attach zero 
potential surprise to a hypothetical future event is one thing that we 
can mean by ‘ to expect it’. 

Our argument regarding the possibility of ‘ expecting to be surprised ” 
has had as one of its central ideas the concept of residual hypothesis. 
The part that this idea can play in the analysis of real situations may 
be illustrated in conclusion of this note. We have seen that the in- 
dividual will only be driven back on a residual hypothesis when the 
question: What will be the outcome of this course of action ? presents 
itself to him in a rather complex form, calling for an intricate schedule 
of information rather than a single number or a simple Yes or No. 
But it may be that this complicated kind of answer is going to be treated 
as a means to a simpler kind, which will sum up in some values of a 
single variable the happy or unhappy possibilities implied by the 
complex answer. The values of this variable corresponding to different 
hypothetical answers of the complex kind, each associated by the 
individual with some degree of potential surprise, will constitute a set 
from which he can select two focus outcomes which, when standardised, 
he can use as co-ordinates to plot a point, representing the course of 
action in question, on his gambler indifference map. Now it seems 
evident that the only way in which a residual hypothesis concerning the 
complex type of question can be ‘ summarised’ by means of a single 
variable is by two very widely separated values! of that variable, one 
of them representing a highly desirable and the other a highly undesir- 
able outcome. If two such values select themselves as the focus values 
of a course of action concerning whose detailed outcome a residual 
hypothesis is entertained, the point representing this course will lie far 
from the origin of the gambler indifference map and, if losses are 
measured on its horizontal axis, far towards the right where focus 
losses approach the maximum possible size represented by the in- 
dividual’s whole fortune. Now there is reason to suppose that the 
slopes of the gambler indifference curves on such a map become steeper 
towards the right. Thus a point whose location is determined by a 
residual hypothesis is very likely to lie below the origin indifference 
curve, that is, the gambler indifference curve on which all points are 
esteemed by the individual as neither more nor less desirable than an 
assurance of neither gain nor loss, a situation which, in the context of 
gains or losses measured in money, he can attain by simply keeping his 
whole fortune in the form of a bank-balance. However, if only some 
of his possible courses of action have a residual hypothesis, does the 
conclusion we have just reached have any practical bearing ? 


*Their separation can of course only be meaningfully described as ‘ wide’ in 
relation to a particular context. 
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The state of mind in which the individual can only render exhaustive 
his set of hypotheses concerning some one or more questions or courses 
of action, by including in each such set a residual hypothesis, can arise 
in two ways. The feeling of unplumbed ignorance or lost bearings can 
be concerned with the situation of which some particular actions of the 
individual would be the ‘ proximate cause’. Or it can be concerned 
with the framework of events which will happen ‘in any case’, the 
things which are altogether outside his control, such as the weather 
or the political situation. In the latter case it may well happen that 
not one of the more adventurous of the courses of action open to him 
escapes the need of a residual hypothesis to render exhaustive his set of 
rival hypotheses concerning its outcome. If he attaches low or zero 
potential surprise to these residual hypotheses, all the points represent- 
ing active and ‘ positive’ policies may lie below the origin indifference 
curve, and only those representing passive policies, typically that of 
keeping his fortune in cash, may lie on or above it. Thus we should 
expect that when the news seems to provide internally inconsistent or 
conflicting evidence about the policies or intentions of powerful persons, 
or concerning the degree of knowledge they possess, or is for any 
reason especially difficult to interpret, the consequence would be to 
inhibit some kinds of business activity: not because the news was 
regarded as bad from the point of those engaged in this activity (often 
they are divided into two camps with opposing momentary interests, 
like the Stock Exchange bulls and bears) but because it is unintelligible. 
And this we actually observe to happen. 


University of Liverpool. 
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Uncertainty, Costs, and Collectivist Economic 
Planning’ 


By JACK WISEMAN 


J. INTRODUCTION 


The purpose of this paper is to consider the possibility, in conditions 
of uncertainty, of utilising a marginal cost ‘ rule ’ to distribute resources 
between uses in an economy in which there is consumers’ sovereignty, 
with freedom of choice of goods and occupations, but in which factors 
of production cannot be privately owned and exploited.? 

It will be argued that in conditions of uncertainty (i.e. once the fact 
of time is admitted), the marginal cost rule, as normally framed, gives 
no clear guidance to those responsible for the organisation of production 
in such an economy. Attempts to reinterpret the rule in such a way 
as to take account of uncertainty preclude the possibility of a direct 
check on the efficiency of collectivist managers in obeying that rule. 
Any indirect, objective, check used as a supplement to the marginal 
rule will in fact supplant that rule as the directive for managerial effort, 
and in any case no completely objective check is possible. Further, 
whatever rule or check is adopted, imperfectly competitive behaviour 
is to be expected in the absence of detailed regulation to control 
it. : 
In these circumstances, the most satisfactory distribution of resources 
seems likely to be obtained by an instruction to collectivist managers 
similar to the profit maximisation ‘rule’ of the market economy. 
Identification of the managerial and the public interest would then 
have to be sought through the detailed regulation of managerial 
behaviour, in much the way that the government in a market economy 
attempts to regulate imperfectly competitive behaviour by entrepre- 
neurs.* 


II. THe NATURE OF THE RULE 


(a) The Competitive Market Economy 


The ‘rule’ to be discussed derives from the classical model of the 
perfectly competitive market economy, and is best understood in relation 
to that model. It was elucidated in the course of controversy as to 


1 IT am particularly indebted to the valuable suggestions and criticisms of Mr. 
G. F. Thirlby, and to my colleagues who commented on the article in draft. 

2 Such an economy will be referred to hereafter as a ‘liberal collectivist ’ 
economy. 

® While the argument presented is related to the functioning of a liberal col- 
lectivist economy, it has a direct bearing on problems arising in a ‘ mixed ’ society 
such as our own. It is relevant, for example, to a consideration of the pricing 
policy of public utilities which is normally discussed in relation to similar ‘ rules’. 
This is a question the writer hopes to take up in a later paper. 
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the possibility of distributing productive factors efficiently between 
uses in an economy in which such factors were owned collectively.! 

In this competitive market economy, resources are privately owned 
and exploited. They are also, in the perfectly competitive model, 
perfectly divisible and perfectly mobile between uses. Producers are 
assumed to act in the light of known data; i.e., their task is the com- 
bination of factors of production with known prices in the production 
of products to be sold at known prices. The distribution of resources 
between uses is carried out by an administrative mechanism, the 
characteristics of which are profit maximisation and a system of com- 
petitive markets in which buyers and sellers compete. With such a 
mechanism, producers’ decisions about the use of resources are deter- 
mined by opportunity cost; i.e., the use of resources in the chosen way 
is the result of an assessment of the revenues to be obtained by their 
use in any other way, the greatest of these foregone alternative revenues 
being the opportunity cost. 

With the conditions of the model, the process described must result 
in an ‘ efficient ’ distribution of resources between uses in the sense that, 
with given consumer incomes, no reallocation of factors or products 
between uses could increase the satisfaction of any one consumer 
without reducing that of another. Since all relevant factor- and product- 
values are assumed known, there is no doubt about the production 
decisions to be taken by individual producers. The subjective (oppor- 
tunity) costs have an objective counterpart in lists of known factor 
prices, which are in effect the sole content of the opportunity cost 
decision. The producers’ task is simply the pricing of money inputs 
(i.e., sums of known factor prices) and product outputs, in the case of 
some production plan, and the relating of this certain result to the 
money values of products foregone, the prices of these products also 
being known. Different individuals in similar circumstances should 
make identical assessments and reach identical decisions. That is, 
the opportunity cost concept in such conditions is merely a reassertion 
of the fundamental economic problem of scarcity; it contains no 
element either of uncertainty or of judgment. 

The competitive model as normally set out nevertheless contains an 
indirect check on efficiency in resource distribution, implicit in the 
mechanism of competitive profit maximisation. It is a property of 
the ideally efficient situation that producers’ total money revenues will 
equal their total money outlays (including payment for their own 
services). Inefficiency in production (and hence in resource distribution) 

1 Much of the early discussion has been brought together in two sets of reprints 
of relevant articles: Collectivist Economic Planning, ed. F. A. Hayek (which includes 
L. von Mises’ pioneer article, “‘ Economic Calculus in the Socialist Common- 
wealth ”), and On the Economic Theory of Socialism, ed. Benjamin E. Lipincott 
(which includes reprints of articles by O. Lange and F. M. Taylor suggesting and 
elaborating the use of marginal criteria). A number of other papers on the 
subject were published in the Economic Journal and Review of Economic Studies 


during the 1930’s, and a marginal ‘rule’ was elaborated by (inter alia) A. P. 
Lerner in Economics of Control (1944). 
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results in a money loss which indicates a need to redistribute 
resources. That is, the final check on the efficiency of the individual 
firm would be the bankruptcy court. However, the idea that firms can 
be ‘ extra-marginal ’ (in this sense of money outlays exceeding money 
revenues) requires the introduction of time into the analysis in some 
form, since otherwise it is difficult to explain, in the light of the assump- 
tions of the competitive model, how the resources came to be in that 
use, or why there is not an instantaneous readjustment removing all 
extra-marginal production. This difficulty is usually circumvented, 
not by introducing a problem of judgment by relaxing the assumptions 
about knowledge, but by retaining the assumptions about knowledge 
and introducing time only as a modification of the assumptions 
about mobility. Only some of the productive factors are now fully 
free to move; losses can therefore be incurred as a result of the use 
of temporarily immobile factors, if the. data on which the decisions 
were taken change after that use was decided upon. 

A solution along these lines is uncomfortable in two important and 
related respects. The producer plans his productive activities in terms 
of factor and product prices of which it is assumed he has knowledge. 
It appears that he does not take possible future changes into account 
in reaching his decisions. If this is because the assumptions imply 
knowledge of future prices, and these are the prices which influence 
decisions whenever relevant, then how can the data change so as to 
create extra-marginality, since the change was foreseen? If, on the 
other hand, future conditions are not assumed known, then how can 
the producer plan in terms of known prices? Associated with this 
problem is the difficulty of establishing a precise relationship between 
mobility and time: the concept of the long period as a period in 
which all factors are free to move seems to make sense only if regarded 
as a planning period—i.e., a subjective notion about future activity 
sufficiently distant for all resource uses to be replanned. But such an 
interpretation appears to imply the need for foresight and judgment, 
which are ruled out by the perfect competition assumptions. 


(b) The Liberal Collectivist Economy 


This, then, is the model from which the cost rule of the liberal 
collectivist economy derives. As has been said, a liberal collectivist 
economy is one in which resources cannot be privately owned and 
exploited. With this reservation, the same freedom of choice of goods 
and occupations pertains as in a competitive market economy.! 

The administrative mechanism of profit maximisation is replaced 
in the liberal collectivist economy by a ‘ marginal rule’. This rule 
has several formulations;? the most general one is the rule that 

1 An economy of this kind is discussed (e.g.) by A. P. Lerner, Economics of 

Control, and E. F. M. Durbin, Problems of Economic Planning. 
2 e.g. Lerner (idem) formulates five conditions relating marginal private and 


social benefit, cost,etc. Durbin (idem, Paper VIII), has suggested the use of marginal- 
_ value products. These differences do not affect the substance of the argument. 
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managers of collectivist enterprises, working through a system of 
competitive markets similar to that of the market economy, should 
produce that output which makes marginal (money) cost equal to price. 
The origins of this rule are to be found in the model of the competitive 
market economy. It is a property of the ‘ efficient ’ situation in such 
an economy that marginal money cost (i.e. the sum of known prices 
of marginal factor inputs) of producing each product must be equal 
to the price for which the product can be sold. This equality is merely 
another way of expressing the fact that profit is being maximised, 
since in the conditions postulated a maximum profit (excess of revenues 
over outlays) is made when marginal cost is equal to price. 

This is a property of the market economy model, an incidental result 
of the operation of the administrative mechanism of profit maximisation 
in the rarified conditions of perfect competition. It is no one’s purpose 
to make marginal cost equal to price. But in the liberal collectivist 
economy this incidental property becomes a principle of administra- 
tion, by following which, it is argued,! a liberal collectivist economy 
could not only effect an efficient distribution of resources, but could 
do so more quickly and accurately than a market economy, because a 
broader survey of the data relevant to his decisions could be made 
available to each collectivist manager. 


Ill. Time AND UNCERTAINTY 


Once we admit that the future is unknown, analysis of the behaviour 
of producers in terms of adaptation to known future conditions becomes 
irrelevant. It is therefore necessary to ask how the admission of time 
and uncertainty affects the administrative mechanism of the market 
economy and of the liberal collectivist economy. The task of the 
producer is now to decide, on the basis of his own estimates about likely 
future conditions, between the possible alternative courses of action 
open to him at any point in time. Present prices and conditions are 
relevant only in so far as they provide a basis for judgments about the 
future. There is now no reason to suppose that individuals in similar 
circumstances will make the same assessments and hence reach the 
same decisions. 

The administrative mechanism of competitive profit maximisation 
can still function in the market economy, but the ‘ efficient’ distribu- 
tion of resources between uses must now take account of the use of 
new resources and of the development of new products. An excess 
of money revenues over money outlays, once the element of judgment 
inevitable with uncertainty is admitted, is no longer necessary evidence 
of an inefficient distribution of resources ; it may be due simply to 
exceptional skill in forecasting. But, at the same time, the fact of 
uncertainty makes the association of competitive behaviour and profit 
maximisation, on which the market economy model depends, less 

5 oe: Lange (idem, pp. 89-90), Durbin (idem, p. 50), P. M. Sweezy, Socialism, 
p. 2 
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generally acceptable. The desire to reduce uncertainty by gaining 
control of the uncertain variables must be an important motive in 
attempts to eliminate competition. Uncertainty thus implies the need 
for positive government policy to ensure competitive behaviour in 
pursuit of profit maximisation, since only such behaviour conduces to 
an efficient distribution of resources. The difficulty in framing such a 
policy lies in distinguishing those factors which are the inevitable accom- 
paniment of ignorance and uncertainty and those which arise simply 
out of a desire to maximise net revenue in an environment characterised 
by these things. 

It is no longer possible, once uncertainty is admitted, to interpret the 
opportunity cost problem as one of scarcity alone, to be solved by a 
choice between alternative factor inputs and product outputs with all 
prices known. That is, opportunity cost is no longer a simple question 
of summation and comparison of known data. Prices and other 
variables have to be estimated: opportunity cost decisions involve 
uncertainty (and therefore judgment) as well as scarcity. The cost 
problem now arises as a choice between alternative plans of action, 
i.e., a choice between a series of estimates of the outlays likely to be 
incurred and the revenues likely to be obtained as a result of the 
adoption of particular alternative courses of action. Costs are in fact 
incurred when decisions are made; to understand the use of resources 
over time it is necessary to go back to the decisions which decided 
that use, and to understand cost, requires consideration of the estimated 
foregone alternative revenue associated with the decision when taken. 
These foregone alternatives (i.e. discarded plans) not then implemented 
may in fact never be implemented at all.! But in the circumstances of 
the market economy, errors in the alternatives considered by any one 
producer do tend to be adjusted by the ability of others to take advantage 
of his oversight. 

Since opportunity costs cannot be treated simply as known money 
costs, but must be considered as estimates of foregone alternative 
revenues, it is no longer very useful in conditions of uncertainty to 
speak of equality of marginal money cost and price as a property of 
an efficient resource distribution. This is unimportant in a market 
economy, since the equality ‘comprises no part of: its administrative 
mechanism. Uncertainty creates conditions in which it is to be expected 
that the mechanism of profit maximisation in competitive markets 
will function imperfectly and will require positive government action 
to support it. But the final check on efficiency is still the bankruptcy 
court, and difficulties about the interpretation of the marginal cost price 
equation are unimportant to its functioning. In fact, the admission of 
uncertainty disposes of those difficulties of the competitive market 
economy model which arise out of the association of time with resource 


_7 A decision to build a particular type of bridge over a river, for example, is 
likely to mean that alternative plans concerned with other types of bridges, con- 
sidered ex ante, will never be implemented. 
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mobility only. Once the assumptions about knowledge are dropped, 
* extra-marginality’ becomes reasonable; it is a function both of 
accuracy in forecasting and of speed of reaction to change (i.e. flexibility 
in co-ordination and the replanning of activities). 

The problem is of greater importance in a liberal collectivist economy : 
it follows from the nature of the opportunity cost problem that an 
instruction to equate marginal money cost and money price in con- 
ditions of uncertainty gives no clear guidance to collectivist managers 
as to their productive behaviour. Thus the rule requires reformulation. 
The most appropriate reformulation would appear to be in terms of 
anticipated objective outlays. The marginal cost of any decision must 
be the displaced alternative revenue which would have accrued from 
some alternative use of the resources concerned. To obtain this figure 
requires a comparison of alternative sets of ex ante budget calculations. 
Each set of calculations gives the expected revenues and outlays involved 
in the production of each of the two relevant outputs of some product. 
The budgeted marginal cost is the difference between the outlay and 
revenue calculations in the case of the best foregone alternative 
budget.* 

The question is whether the rule, thus reinterpreted, can provide an 
unambiguous guide for collectivist managers, and whether it enables 
a check to be made on the efficiency of the distribution of resources 
between uses similar to that provided by profit in the market economy. 


IV. THe RULE AS REFORMULATED 


If no rule other than the marginal cost rule is used,” and that rule 
is interpreted as a relationship between budgeted marginal cost (as 
defined) and budgeted price, is there any check on the efficiency of the 
distribution of resources between uses ? 

A direct check on efficiency requires a check on decisions in relation 
to results. But only one of the budgeted outlays becomes a realised 
objective outlay, since only one plan can in fact be decided upon. Thus 
the ‘ marginal cost’ with which we are concerned rests upon a judg- 
ment by the manager as to the accuracy of his estimates about the 
revenues which would have accrued had the foregone alternatives in 
fact been chosen. That is, estimation of marginal cost involves an 
inevitable element of personal judgment. There may in some cases 
be a check upon the ‘ reasonableness’ of estimates. This is the more 
likely to be so the more the alternatives considered relate to the produc- 
tion of known things by known methods. The imponderables, and 
with them the difficulty of a direct check on efficiency, become the 
greater the more unique or novel are the matters with which decisions 
are concerned. All decisions about new and major investments of 


1 This formulation is based upon that used by G. F. Thirlby: “‘ The Ruler,” South 
African Journal of Economics, December 1946, 

2 i.e., no relation between total revenues and total outlays is postulated (see 
section VI). : 
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resources seem likely to involve important imponderables of this kind ; 
it appears that those decisions likely to be most important to efficiency 
will be those upon which no adequate check can be made with the rule 
as now interpreted. 

There is a further difficulty not yet considered. How is it to be 
decided whether the plans considered are the relevant ones ? Suppose, 
for example, there is a difference of opinion about market prospects 
between the manager and the checking authority. If the checking 
authority can impose its views on the manager, then decisions about 
resource distribution (i.e. about costs) inhere in the checking authority ; 
the decisions of that authority become the ones relevant to a check 
on efficiency, and the same questions have to be asked about them as 
about the decisions of the collectivist manager. The removal of invest- 
ment decisions from managers robs them of their primary function 
from an economic viewpoint: the concentration of decisions in another 
authority shifts the relevance of the analysis towards that authority. 
It becomes appropriate to consider the joint decisions of the two bodies, 
in so far as any decisions are left with the manager at all. In effect, the 
vesting of such powers in the checking authority carries with it the 
need to abandon rules of the kind considered here, and to adopt some 
kind of Centralist Scheme! for the distribution of resources. 

If the check is made at intervals, it must also be taken into account 
by the checking authority that estimates are subject to constant revision ; 
skill and speed in. revision must in effect be recognised as factors in 
efficient behaviour. But the existence of, and need for, such revision 
of plans is a further obstacle to a sensible check by an outside authority. 

Thus, if the only criterion used is a marginal-cost: marginal-revenue 
relationship, as now defined, there can be no possibility of an unam- 
biguous check on managerial efficiency through the use of these magni- 
tudes. The most that can be done is to check efficiency, in the limited 
sense of correct forecasting, in the plan actually chosen. If both the 
manager’s planned results and his realised results can be stated in un- 
ambiguously objective (empirical) terms, and if the plan is 
unambiguously his own, the comparison of planned and realised results 
provides (ex post) a check on forecasting efficiency in respect only of 
the plan actually chosen. But this provides only a very partial check, 
since it cannot explain whether that plan should have been chosen 
at all. 

There seems little possibility of a direct check upon whether the 
marginal-cost rule has been obeyed: can the liberal collectivist economy 
then function without such a check? There are two possibilities: 
abandonment of any attempt to check obedience to the ‘ rule’, and 
the use of some other ‘ indirect’ check, in the form of a relationship 


1 cf. H. D. Dickinson, “ Price Formation in a Socialist Economy”, Economic 
Journal, December 1943, and The Economics of Socialism, pp. 104-5, and M. Dobb, 
Political Economy and Capitalism, ch. VIII. Dobb advocates such a scheme 
in preference to the competitive solution using a marginal rule; Dickinson merely 
suggests it as a possible practical alternative, 
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between total revenues and total outlays, ex post, arising out of the 
plan actually implemented. 


V. TsE RULE WITHOUT A CHECK 


The rule as reformulated does not carry with it any relationship 
between total revenues and total outlays. In the absence of some 
further instruction there seems no reason why a manager should not 
obey it whilst producing continuously ata loss.1 The manager can 
check his own efficiency (i.e. the extent to which his activity conduces 
to an efficient distribution of resources, as defined), or can have it 
checked by someone else, only through the fulfilment or non-fulfilment 
of the plans he elects to implement. And even the meaning of the 
results of this limited check is not unambiguous: what degree of non- 
fulfilment should suggest to a manager (e.g.) that he should cease 
producing ? 

The manager is not told what things to take into account in drawing 
up budgets. As a result, it is to be expected that he will often base 
his policy partly upon judgments about the policy of his close rivals, 
since he considers this to be realistic budgeting, unless he is instructed 
to ignore such related policies when compiling his own. But how 
could such an instruction be formulated or enforced? Would it be 
conducive to efficiency, in any case, to attempt to make managers act 
on the basis of assumptions they believed to be unrealistic? But, in 
the absence of any guidance or control beyond the ‘rule’, it is a 
short step from this ‘ oligopolistic competition ’ to attempts to make 
budgeting easier by reaching policy agreements with rivals—that is, 
to collusive, imperfectly competitive behaviour. 

Knowledge of rivals’ reactions gained in this way is not, of course, 
what is envisaged by those who suggest that a liberal collectivist 
economy could reach an equilibrium more quickly and efficiently 
because more data on which to base decisions could be placed at the 
disposal of each manager. Their argument is quite other: its basis 
is the idea that more information could be made available to all 
managers by the use of some kind of central information service. But 
there is a logical fallacy here. What each manager wants is knowledge 
of the firm plans of other managers, on which to base his own plans. 
But, plainly, not a/] managers can have such information unless either 
all plans are imposed from above (a possibility already rejected) or the 
plans are made jointly through some form of collusive (non-competitive) 
behaviour. 

If there is to be no check on the efficiency of managers in attempting 
to obey the ‘rule’, the choice of the managers themselves becomes 
particularly important to efficiency. The market economy depends, 
for the correction of errors of judgment, upon the ability of any pro- 
ducer to take advantage of the oversights of others. From this point 


1 j,e., if no plan considered is expected to yield a surplus of revenues over outlays. 
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of view, any restriction of the field of choice of managers is a restric- 
tion upon possibly useful entrants and hence a curb upon efficiency. 
On the other hand, if anyone can be a collectivist manager, how are 
the managers of banking institutions to decide who is to have control 
over liquid resources, and how much ?! Presumably they would have 
to try to judge whether the applicant was capable of equating marginal 
cost and marginal revenue, although once the funds have been granted 
and used, those granting them become dependent upon the applicants’ 
view as to whether this has been done or not. 

It has sometimes been suggested, as an alternative, that managers 
should qualify by some kind of competitive examination.? Apart 
from the difficulty of formulating a suitable test, it still has to be decided 
what those who have qualified become entitled to. Can they all demand 
control over the same volume of liquid resources, or does the volume 
controlled vary with seniority, or is there some other means of deciding ? 

In the absence of a check on the outcome of managerial behaviour, 
then, managers will be uncertain as to the implications of the conse- 
quences of their own acts, no other authority will be in a position to 
check the efficiency of those acts, oligopolistic and collusive behaviour 
is to be expected, and there is no clear criterion for the allocation of 
control over resources between managers. Therefore, while there 
can be no direct check on efficiency in resource distribution through 
the marginal relationship, an indirect objective check is plainly desirable ; 
the problem is to discover one. 


VI. CHECKS THROUGH NET REVENUE 


Since the marginal check is ineffective, the only possibility remaining 
lies in a check on efficiency depending upon the relationship between 
total money revenues and total money outlays. There are two possible 
relationships between total revenues and total outlays which might be 
accepted as a standard of efficiency: equality of total outlays and 
total revenues, and maximisation of the excess of receipts over outlays. 

The equality criterion is indicative of an efficient resource distribution 
only in the conditions of the perfectly competitive model. Uncertainty 
introduces the possibility of a difference between revenues and outlays 
due to exceptional ability in forecasting, and such a difference cannot 
be considered incompatible with efficiency. Thus to use such a check 
might entail the abandonment of plans which producers would expect 
to yield greater revenues for the same outlays. Since such plans would 
be implemented if the marginal rule were followed, a criterion of equality 
of total revenues and total outlays is incompatible with the marginal 
rule, as reformulated to take account of uncertainty. A check on the 
equality of total revenues and total outlays would not operate as a 

1 T leave aside the question of where these managers come from, and whether 

they can interpret the marginal rule, if they are expected to follow it. 


e.g. Durbin appears to envisage ‘ Planning’ of this kind being taken care 
of by extension of the Civil Service—idem, Paper VI. 
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supplement, for the checking authority, to the marginal rule to be 
followed by managers, but would in fact replace that marginal rule 
as the directive to managerial effort. 

The most likely result of the use of an equality criterion is secret 
budgeting for revenue surpluses on the part of managers. These sur- 
pluses can then be ‘lost’ if they seem likely to materialise, so that 
the required equality is always achieved. There is also an inducement 
to non-competitive behaviour. Oligopolistic situations arise for reasons 
already argued, and the realisation of interdependence must lead to a 
realisation that the equality of total revenues and total outlays is more 
easily budgeted for and achieved if some variables can be ruled out of 
account by collusive action. 

The seeming objectivity of a check on the equality of total receipts 
and total outlays is in any case misleading. The check must by its nature 
be periodic, and to obtain the requisite receipt and outlay figures for 
any period, it is necessary to place a valuation upon the physical 
. resources of the organisation at the beginning and end of the period 
concerned. This valuation rests upon a judgment about possibilities 
of future revenues from the use of the resources in question—a judg- 
ment incapable of complete check by another person or body. 

An instruction to managers to maximise the excess of money receipts 
over money outlays raises fewer problems. It is compatible with the 
marginal rule, in that the latter would lead to the same choice of plan 
as does the instruction to maximise net revenues. But the marginal 
tule is no longer needed; once net revenue is accepted as the guide, 
the marginal rule is no more important to a check on efficiency than it 
is in the market economy. On grounds of convenience it is therefore 
better dispensed with. There is with this revenue rule some kind of 
check on efficiency, in the size of the net revenue, and some possibility 
of formulating a criterion for the allocation of resources between pro- 
ducers, probably in terms of the size of past net revenues. The utility 
of the net-revenue rule does, however, depend upon two preconditions.” 
First, there must be similar opportunity for individual producers to 
take advantage of the oversight of others as was the case in the market 
economy, so that absence of net revenue is a clear indication of a need 
to redistribute resources and its persistence in the case of any one 
manager an indication of the inefficiency of that manager. Second, 
the behaviour of managers in maximising net revenue must be conducive 
to efficiency, i.e. it must be competitive. But since, in conditions of 
uncertainty, the net-revenue rule provides the same kind of incentive 
to imperfectly competitive, collusive and monopolistic behaviour as 
in the market economy, the net-revenue rule could only hope to function 


1 A yaluation problem similar to this arises, of course, in a market economy. 
In either economy there is more possibility of an approximate check than was 
the case with the marginal rule, since wide fluctuations in successive valuations 
of particular assets appear reasonably clearly and need to be explained. 

* It also depends upon a reasonably satisfactory solution of the valuation 
problem, which is still relevant (see note 1, above). 
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reasonably efficiently given detailed government regulation of revenue 
maximising behaviour of kinds incompatible with efficiency in the 
distribution of resources. 


CONCLUSIONS 


The most effective general rule for managers of enterprises in a 
liberal collectivist economy would seem to be one similar in nature 
to the profit maximisation ‘rule’ of the market economy. This 
appears to be the only rule offering the possibility of any external 
check on managerial efficiency; the ‘ marginal’ rule is of no value 
in this respect. The ‘net-revenue’ rule also makes possible the 
formulation of a criterion for the allocation of resources to producers 
in the future, in terms of achieved past-net revenues. The use of the 
‘ net-revenue’ rule (or, for that matter, any other of the rules examined) 
provides an incentive for non-competitive behaviour on the part of 
producers, which would need to be tackled by detailed regulation 
similar to that required in a market economy.* 

It may be that imperfectly competitive behaviour would be less of a 
problem in a liberal collectivist economy, because the link between 
personal income and net revenue is less direct and the desire to act in 
the public interest more important. But it must be borne in mind 
that in the case of joint-stock organisation the link is also indirect, 
and also that it is implicit in the whole liberal collectivist pattern 
that the incentive to obey the rule (in this case to maximise net revenue), 
whatever that incentive might be, is such that producers treat it seriously. 

If the preceding argument is sound, and the need for a net-revenue 
rule is accepted, then the only difference of economic importance 
between the two systems lies in this possibility of greater simplicity in 
the control of imperfectly competitive behaviour in the liberal collec- 
tivist economy, balanced against the loss of the ‘ unparalleled sim- 
plicity and force’ of the motive of private profit in the market economy. 
It becomes relevant at least to consider whether a competitive market 
economy might not function more efficiently even while accepting 
such impairment of the force of the profit motive as resulted from 
policies of income redistribution satisfactory to collectivists. 


London Schoo! of Economics. 


1 Where, in the nature of things, competition cannot function (e.g. for tech- 
nological, reasons), revenue maximisation with detailed regulation may be unsatis- 
factory; a combination of regulation and some given net-revenue objective ‘might 
operate more efficiently. This is the public utility pricing problem of the market 
economy. 
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A Note on the Geometrical Representation of 
Elasticity of Demand for Imports’ 
By S. A. OZGA 


I 


The present note deals with the geometrical representation of 
elasticity of demand for imports under the following assumptions in 
respect of the construction of the model: 


(a) There are two commodities (one imported and one produced 
at home for home consumption as well as for export) or two groups 
of commodities with constant price ratios within each group ; 


(5) There is a single and constant map of indifference curves, 
some mechanism being provided for income transfers as we move 
from one position of equilibrium to another. 


These assumptions, however, do not determine the exact value of the 
elasticity of demand for imports. If y=f(p) is the demand function for 


dy d 
imports and mf ; =, the respective elasticity of demand, the shape of the 


y 
function and the value of the elasticity depend not only on the above 
general characteristics of the model, but also on additional assumptions 
in respect of domestic expenditure.” 
The study of this latter relationship is the main object of this paper. 
From the variety of possibilities the following cases have been chosen 
for investigation : 


(1) Domestic expenditure is constant in terms of home-produced 
goods ; 


(2) Domestic expenditure is constant in terms of imports; 


(3) Domestic expenditure is so adjusted that exactly the same 
quantities of both commodities can be bought after the change in the 
price of imports as were actually bought before the change took place. 


In each of these three cases we have different values for the elasticity 
of demand for imports. From the algebraic point of view they are 
usually negative, but in their geometrical representation we must drop 
this subtlety of definition and regard them as positive. 


1] am much indebted to Professor J. E. Meade for valuable advice and encourage- 
ment in the writing of this paper, and to Dr. H. Makower who read the manuscript 
and suggested some improvements in its form. 

2 For the definition of domestic expenditure see J. E. Meade, The Balance of Pay- 
ments, Oxford University Press, 1951. Domestic expenditure is ‘‘ the net demand 
at market prices for imported and home produced goods for purposes of final use 
in domestic consumption or investment ”’; op. cit., p. 35 
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II 


In the first case (domestic expenditure constant in terms of home- 
produced goods) we have the familiar elasticity of demand for imports 
which is generally used in the analysis of the impact effect of exchange- 
rate fluctuations and in the determination of the final position of 
equilibrium within the framework of unchanging data. The value of this 
elasticity of demand depends on the shape of the Marshallian offer curve. 
If we draw a line tangential to the offer curve (Fig. 1), the elasticity 


of demand for imports at the point P is represented by the ratio OA 


Fig. t. 


The proof is as follows: Let P and P, be two points on the offer 
curve so close one to the other that the line P,A is tangential_to the offer 
curve. Then the proportional change in the quantity demanded is 

IVY =f ROR 
y  P,\N ON 
and the proportional change in the price of y in terms of x 
LP eee 
ye ae oe OR 
A’y 2p SK SP SK QB 


Th sa : — 
a yp ON OB SPOON 
SR ON 
and as —— = —. 
SP OA 
the elasticity of demand for imports is! 
> OB 
on 


' Lerner (“ The Diagrammatical Representation of Elasticity of Demand ”, Review 
of Economic Studies, 1933, p. 39) arrived at the same formula by different methods 
and without any reference to imports. 
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It may be derived directly from the shape of the offer curve which is 
dependent on all the assumptions in respect of the construction of the 
model as well as on that of constant domestic expenditure in terms of 
home-produced goods (OO, in Fig. 1). As it is also constant in terms 
of export goods the resulting elasticity of demand may be called export- 
adjusted elasticity of demand for imports, in order to distinguish it 
from the other two which are developed in the third and the fourth 
section of this paper. 


Ill 


The elasticity of demand for imports with domestic expenditure 
constant in terms of imports may be illustrated by a fall in money 
prices of home-produced goods, due to a bumper crop or to some 


technical improvement. Then if domestic expenditure in terms of 
money remains constant and there is no change in import prices, 
domestic expenditure must be also constant in terms of imports, and 
the resulting elasticity of demand may be called import-adjusted 
elasticity of demand for imports. 

In Fig. 2, OO, represents domestic expenditure in terms of home- 
produced goods, and a the price line before the change in the price 
ratio; O,S, is domestic expenditure in terms of imports. If now the 
price line shifts to the position a,, domestic expenditure (constant in 
terms of money and import goods) will be OO, in terms of home- 
produced goods. In other words, the whole map of indifference curves 
moves to the right by 0,0, (= S,S,). The curve J, which was tangential 
to the line a is now represented by the dotted line /’,, and if none of 
the goods are inferior the solid curve tangential to the line a, at p, must 
be steeper than the dotted curve passing through the same point. Thus 
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the point of tangency of the line a, with an indifference curve of the 
dotted system, which represents the new position of equilibrium, must 
be somewhere between p, and J. 

The line passing through p and P is a new offer curve which is less 
elastic than the Marshallian offer curve passing through p and p,. Both 
are adjusted to the point O, and the differences in their elasticities are 
indicated by the differences in their slopes. As the point J is to the 
North-East from p, the import-adjusted elasticity of demand may be 
negative (positive in the algebraic sense) though the export-adjusted 
elasticity is positive (negative). 

The absolute change in the quantity demanded, due to a spontaneous 
shift in the price ratio from a to aj, is 

Vhs poy Ea BS 
under the assumptions of the Marshallian offer curve, and 
fe y= M P 
under: the assumptions of our new offer curve. The proportional 
change in the price ratio is 
Ap ~e S1S2 
P SS 


and therefore S$,S, = ~ . SSg. 


The marginal propensity to import! is ; 
_P:R _PR Ap 
PiP, OS p 
PR.SS. 
because piR= - ? and p,P, = SS, 


Thus it follows from MR = MP + PR that 


Ay=A"y +. 20s 


and as domestic expenditure in terms of home-produced goods? is 


D= OS. p 
we obtain AY Op AY AP ey 
y P 4 P D 

and , ” 2s aw (I ) 

€ =€ ar Te) OREO: en fale dale dale =e serene manne 

0 a 

where () represents the average prospensity to import, or 

eS EB 1 OR oi OL a Sa ID) 


1If the price ratio is constant (a,), the indifference curves do not move at all, 
and the dotted map is relevant. The dotted curve passing through the point P, 
must be tangential to the line 0,5, which is parallel to OS;, and the respective change 
in the domestic expenditure (from OO, to 0,0.) represents the shift in the position 
of equilibrium from P to P,. 

* It does not make any difference in the value of the marginal propensity to import 
whether domestic expenditure is measured in home-produced goods or in imports. 
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where E represents the income elasticity of demand for imports. If 
it is greater than the export-adjusted elasticity of demand, the import- 
adjusted elasticity must be negative (positive). 


IV 


Our third elasticity of demand for imports is the pure substitution 
element which is present in both of the two concepts discussed before. 
Its basic idea is that domestic expenditure is so adjusted that exactly 
the same quantities of both commodities can be bought after the change 
in the price of imports as were actually bought before it. It will be 
called expenditure-compensated elasticity of demand for imports. 


Fig.3. Ce 


The same technique which was used in the case of import-adjusted 
elasticity of demand may be applied to this case, too. The new level 
of domestic expenditure in terms of home-produced goods, which 
makes it possible to buy the same quantities of both commodities (Ot 
and tp in Fig. 3) at the new price of imports (a,) is 00,. In conse- 
quence the whole system of indifference curves moves to the right by 00 


= pk=p,k,. 


ig er p-y 
—=. Or ; 
Ot 
FOULG _LG Ap 
Pky y i Dp 
TGsegt oy 
Pp 
A°y = NL 


and LYy=NG=NL+1LG. 
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Thus the final equation is 


ef be Pactra’ Thilo (tS Eee LD 

where «° represents the lipiiicivareicouipacaned elasticity of demand. 

If we substitute the right side of equation (II) for «’ in equations 
(Ia) and (Ib) we obtain 


PS Ee ee oh eater) 
or gy ered 3 ae TE 


As () is always less than unity, <’’ must be less than e°, and the difference 
between the two is greater, the smaller is (2. If we eliminate 7 from 
(Ia) and (IT) we obtain 


=e. (LO) ea es eee (IV) 
This is a general formula representing the relationship between the 
_ three elasticities of demand. It says that the expenditure-compensated 
elasticity of demand for imports is a weighted average of the other 
two, in which the average propensities to import and to buy home- 
produced goods are used as weights.' 


Vv 


The foregoing analysis enables us to separate the two basic elements 
in each of the elasticities of demand for imports, which are always 
referred to when we are speaking of the income effect and the substitu- 
tion effect of a given change in the price ratio. The first is the pure 
substitution element and depends on the income-compensated elasticity 
of demand as determined by the shape of what we may call the com- 
pensated offer curve; the second is the income element and depends 
on the marginal propensity to import applied to what is to be regarded 
as the marginal change in domestic expenditure. 

In Fig. IV which represents the effect of a shift in the price ratio from 
a to a, we have the compensated offer curve Oc and Professor Meade’s 
expenditure curve Ex,? which are the given characteristics of the model. 
If we draw a line ps parallel to a,, OS being domestic expenditure 
in terms of imports, we may say that sS, represents the marginal decrease 


1 The results obtained so far can be checked by ordinary analytical methods. If 
y=$¢ (D, p) represents the demand function, y being quantity demanded, D domestic 
expenditure and p the price of imports, we have by differentiation 


BAG = Bi gad sop ey 
y' dp y 3D dp *y a 

Under the assumptions of the export-adjusted elasticity of demand for imports 

dD=y - dp and we obtain our formula (II); under the assumptions of the import- 


adjusted elasticity of demand 
= p-y) 
aD == nd, 
p ip 


and we obtain our formula (IIa). 
2 J. E. Meade, “A Se a aa lei of Balance of Payments Policy ”’, 
Economica, November 1949, p. 
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in the real value of domestic expenditure, constant in terms of home- 
produced goods, which is due to the rise in the price of imports in 
terms of exports. So much more home-produced goods must be 
given for the same quantity of imports. For the same reason S\s 
represents the marginal increase in the real value of domestic expendi- 
ture, constant in terms of imports, which is due to a fall in export prices 
in terms of imports.'. So much more home-produced goods can 
be bought without any restriction of the volume of imports. 


If now we draw a line parallel to and to the right from a, at a distance 
equal to sS;, a horizontal line passing through the point K leads us 
to the point p, which determines the position of the Marshallian offer 
curve and the value of the export-adjusted elasticity of demand for 
imports. In the same way we can draw a similar line at a distance 
equal to S,s to the left from a, and fix the point P which determines 
the position of the import-adjusted offer curve and the respective 
elasticity of demand. These are exactly the same points which we 
had in Figs. 2 and 3; in Fig. 3 the expenditure curve would pass 
through the points L and K. 

Thus NL represents a change in the quantity of imports which is 
due to the pure substitution effect of the shift in the price ratio from 
a to a,, LG is a simultaneous change in the quantity of imports which 


1 That this is in perfect conformity with what was said in the third and the fourth 
section of this paper may be seen from the fact ae “if sS, (Fig. IV) =00O (Fig. III) 


oe -(e-7) 5-0! 


the right side of this equation oe the ites art. was applied to the marginal 
propensity to import in our formula (IIIb). 


ce) 
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is due to the negative income effect of the shift in the price ratio if 
domestic expenditure is constant in home-produced goods, and LT is 
a similar change in imports due to the positive income effect if domestic 
expenditure is constant in terms of imports. All these elementary 
components of the total change in the quantity of imports, as well as 
the total change itself, depend on the shape of the expenditure curve, 
the shape of the expenditure-compensated offer curve and the initial 
position of equilibrium. 


The London School of Economics. 
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Insurance Investment and the London Money 
Market of the 18th Century 
By A. H. JOHN 


The 18th century witnessed a remarkable development in insurance 
facilities. The marine branch, it is true, had a long history, and the 
origin of fire insurance lies in the years after the catastrophe of 1666. 
But the growth of the former into one of the great financial activities 
of the City, and the multiplication of fire offices, is one of the out- 
standing features of the century. The formation of insurance offices 
first became prominent in the up-surge of company projects which 
characterised the 20 years before the Bubble. Most of these proved 
failures, but by 1760 there were some 14 societies, 12 of which were in 
London. Thereafter their numbers increased gradually, particularly in 
the provinces, until at the end of the century there was a total of 30. 
With the exception of one life and two marine insurance offices, these 
societies were entirely confined to dealing in fire risks. Less important, 
but much more widespread, were the small institutions concerned 
with contingencies which can loosely be designated risks of life. These 
ranged from the few offices which dealt in annuities, almost wholly in 
London, to the growing number of friendly societies to be found in 
most parts of the country. The immense growth of the latter was 
paralleled in the late ’sixties and early ’seventies of the century by an 
“epidemic of contributorships” in London.' It has been estimated 
that by 1800 one person in four in England was a member of a friendly 
society. 

Many of these 18th century insurance offices had a short life and the 
papers of most of them have long since disappeared. The records, 
unfortunately in most cases incomplete, of nine societies have, however, 
survived, and form the basis of this paper. They are the Hand-in-Hand 
(1696); the Amicable Society for a Perpetual Assurance (1706); the 
Sun Fire (1710); the Union Society (1715); the Westminster Fire 
Office (1717); the London Assurance (1720); the Royal Exchange 
(1720); the Equitable Life Assurance (1768); and the Phcenix Fire 
Office (1783). The smaller fire offices—the Westminster, the Hand-in- 
Hand, and the Union—together with the Amicable and the Equitable, 
were mutual societies; the remainder were proprietary companies 
organised for profit.” 


1 A.B. Dubois, The English Business Company after the Bubble Act, p. 256. I have 
to thank Mrs. M. Porter of the Economics Research Division of the. School for 
much assistance in examining contemporary journals and newspapers, and in the 
preparation of the graphs. : 

2 IT also wish to express my gratitude to the insurance companies which allowed 
me to make use of the above records. 
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For much of the 19th, and particularly in the 20th century, insurance 
societies have exercised a profound influence on the capital market, 
as being the principal channel for the investment of small savings. The 
origin of this function is to be found in the activities of these early 
offices, particularly the larger ones, whose business was not limited to 
London. That their contribution to the development of the economy 
of the 18th century was not great, can be ascribed to the smallness of 
their resources. For it was not until the end of the century, when the 
total investments of the offices mentioned above had increased from 
£250—300,000 in 1720 to nearly £4 million, that, with the emergence 
of life insurance, their lustily growing strength made itself apparent. 
None the less, the records of these early years are not without interest, 
for they shed much light on the workings of the money market between 
1700 and 1800. 


II 


To understand clearly the opportunities available to the directors 
of these insurance offices for the investment of their funds, it is 
necessary to provide an outline of the contemporary money market. 
And in this respect nothing more strikingly differentiates the 18th 
century from its predecessors’ than the widespread adoption by 
governments of the technique of borrowing on transferable securities. 
In England this development committed the state to a role of 
fundamental importance in the nation’s economy. For the paper 
assets thus created formed the basis upon which the English money 
market was built. Not only was the mobilisation of capital accelerated 
by this means!—and the existence of financial institutions like insurance 
made possible—but the security of the English Funds enabled them in 
turn to be used as the basis of a pyramid of other loans within the 
business community.2 The “fund of credit” was of the greatest 
practical importance. Further, this increasing movement of capital 
within the community was matched by an ease of transfer across national 
frontiers unachieved in former times. 

The usefulness of paper securities in facilitating the transfer of 
short-term capital won general recognition early in the long discussions 
on the National Debt. It was inevitable, in view of the predominance of 
mercantile capitalism at this time, that the emphasis in financial develop- 
ments should have been placed on this aspect, rather than on the organ- 
isation of long-term investment. The policy expressed in-the Bubble 
Act was acceptable because it did not run counter to the economic 
structure of the age. For the provision of a series of transferable 


+ See, for example, Abel Boyer, The Political State of Great Britain, Vol. 
I & II, p. 295, where it is stated that £500,000 was reserved in the loan of 
1711 for “such as brought their plate into the Mint, which many did in great 
quantities ”’. 

* The origin of East India Bonds and their extensive use as security for loans are 
excellent examples of this. 
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paper assets was of great practical importance at a time when 
trade was expanding and when the day-to-day business of the ordinary 
merchant comprised a variety of financial activities, such as acceptance, 
discounting, foreign exchange, underwriting and stockjobbing. Attempts, 
on the other hand, to run counter to merchant interests, as, for example, 
in the control of their foreign lending, were met with immediate and 
successful opposition. 

Concentration on the study of banking tends to obscure the fact 
that the resources of the bankers, especially in the first half of the 
century, provided only a part of the credit requirements of both state 
and trade. The Bank of England, by virtue of being the government’s 
banker and the largest institution of its kind in London, exercised a 
powerful influence on the market; but the extent of its private business 
was relatively small until after the Seven Years’ War. Of the other 
banks in London and the provinces, those whose activities lay primarily 
in the financing of the sale of commodities emerged only after the 
*seventies. Much of the business of the earlier London banks consisted 
in receiving deposits and advancing loans to the government and the 
gentry. Accordingly, within the framework of the government and the 
three great companies (the Bank of England, the East India Company, 
the South Sea Company), the money market, although to a diminishing 
extent after 1770, was personal and individual, rather than institutional. 
Much was made available to the state by direct advances from the 
merchants, not only in the funded debts but also in annual short-term 
credits. In commerce, a great deal of what self-financing failed to 
accomplish was provided by loans between merchants. This stage in 
the development of the money market was reflected in the variety of 
credit instruments used in the City, ranging from the direct pledging of 
goods to the use of tea—, pepper-, and dividend-warrants. Tea-warrants, 
for example, were, as late as 1780, ‘‘ considered as cash and pass by 
delivery like East India Bonds, and were often pledged and money 
raised on them’”’.t In such a money market, government and allied 
stock became the first line of financial reserves of the trading community 
and the means by which a great deal of the loans between merchants 
was effected. Writing at the onset of the crisis of 1745, the junior 
partner of Messrs. Lascelles and Maxwell, the great sugar factors, 
stated, ‘‘ Those who had great riches in the Publick Funds (which are 
the bulk of the rich people in the Kingdom) are as poor as those that 
have none, for they cannot raise money upon any of them”’.? It was 
from the very real inconvenience caused to the ordinary merchant by 
the fluctuations in the price of stock that much of the contemporary 
dislike of the stock-jobber originated. With the exception of the Sun 
Fire, the insurance companies, like the Hudson Bay Company, made 


1Law Reports, Vol. 99, p. 230, Hoare and Others v. Dawes and Another, 1780. 

2 Messrs. Maxwell & Lascelles, Letter Book, letter dated 26 September, 1745, to 
Dr. Wm. Austin. I am indebted to Dr. R. B. Sheridan for bringing this book to 
my notice. 
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very little use of banking facilities until the last decades of the century. 
Instead, stock was sold, or used as security for loans, usually from 
members of the society, when unusual amounts of cash were required. 
This private provision of credit functioned, as did most of the com- 
mercial transactions of the time, upon personal contact; whether 
arising from membership of the same trade interest, of important 
racial groups within the City, or from the closer ties of kinship. In 
this, it was similar to the organisation by which international move- 
ments of capital ebbed and flowed with such remarkable efficiency. 
This personal contact included that existing between the directors of 
contemporary business corporations and their shareholders and clients ; 
and many such companies, like the big insurance offices, provided 
loans, not only on government and other stock, but also on the security 
of their own shares. 

The variety of securities created by the necessities of government 
finance facilitated their adaptation to the peculiar needs of the merchant 
community. Political insecurity led, in the first decade of the 18th 
century, to a preference for short-term paper which, as a consequence, 
made the prices of long-term investments doubtful indicators of the 
availability of capital for commercial purposes. The emergence of 
the funded debt as the basis of the money market might possibly be 
dated, not from its increase between 1711-13, but from the successful 
conversion of 1717, and the administrative reforms then passed, which 
facilitated the transfer of such stock. ‘‘ If they should propose paying 
off such as are unwilling to continue their money on the new conditions 
that may be made, as several think they will ’’, wrote an Amsterdam 
merchant, “it will be an extraordinary expedient to preserve your 
credit in its flourishing condition both at home and amongst your 
neighbours, who have’nt hitherto on the like occasion found out so good 
a secret, or at least had not the power to practise it ”.1 By 1730, govern- 
ment and allied stock were carefully graded according to their 
negotiability and risk of capital loss. The market had thus become 
a complex of interest rates, many of which represented particular 
functions. There was something analogous to loans on call and 
at short notice in the use made of Exchequer Bills of various kinds, 
and their yield was for long periods below 3 per cent. This was 
1 per cent. lower than those on the main body of government 
stock, just as the more speculative Bank of England and East India 
Stock, and mortgage yields, were higher. Within the various funds 
which comprised the National Debt the same differentiation can be 
observed. 

Nothing illustrates this development of the money market better 
than the changed function of the East India Bond. At the end of the 
17th century, according to Mr. Davies, “‘ As non-speculative fixed-yield, 
redeemable securities, they commended themselves to persons not 


1 Guildhall Library, Radcliffe-Delmé. Papers, Letter dated 2 April, 1717, from 
Messrs. Chitty & Son, Amsterdam. 
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familiar with the way-ward habits of the embryo stock exchange. They 
were clearly thought to be especially suitable for women investors ”’.1 
By the ’thirties of the following century, partly as a result of the decline in 
the issue of Supply Exchequer Bills, India Bonds had become one of the 
principal investments for the temporary balances of the merchant com- 
munity. Transferable by endorsement, they were bought “‘ by such as 
must always have those securities which they can turn into money at an 
hour’s warning’’.? As such the bonds were used. throughout the 
century, although by 1780 they were being eclipsed by Exchequer Bills, 
which were then being issued in greater quantities. From 1710, the 
value of the East India Bonds in circulation ranged between £2 and £44 
million, varying to some extent with the plenty or scarcity of money.*® 
Between 1712 and 1742 there were, in addition, the bonds of the South 
Sea Company; but as they were in the process of being paid off from 
the late ’twenties onwards, their practical importance was not great. 
From 1737, and until the last decades of the century, the yield on India 
Bonds corresponded with that on Exchequer Bills, except for short 
periods of financial stringency. This yield represented the lowest 
rate at which money could be borrowed in London during this 
period. 

It might be observed that the character, as distinct from the size, of 
the unfunded debt, of which Exchequer Bills formed part, was of great 
significance to the working of the money market, especially in war. 
This arose from the nature of the Ordnance Debenture, and particularly 
of the Navy Bill, which formed so large a proportion of this type of 
borrowing. These securities had no fixed date of redemption* and were 
subject to uncertainty even in the payment of interest. While readily 
assignable, they were not “ divisible: if therefore the money which 
the billholder wanted was less than his bill was worth, he was obliged 
to sell more than he wished, the entire bill only, and not a part of it 
being saleable; and as many of them were for large and most of them 
for fractional sums, it was often difficult to dispose of them ”.5 Such 
being the character of these securities, as their numbers increased in 
wartime so did their discount, to the extent of “ 10, 15 and even 20 per 
cent”. As a consequence, the reduction in advances and discounts 
caused by a desire for greater liquidity was reinforced by the relative 
advantage of investment in this form of unfunded debt, as contrasted 
with bills of exchange and loans, on which the maximum rate of interest 

1K. G. Davies, ‘‘ Joint Stock Investment a“ - Later Seventeenth Century ”’, 
Economic History Review, 2nd Series, IV, 3, 

2 Cobbett’s Parliamentary History of England, Mol X, p. 109; see also T. Mortimer, 
Everyman his Own Broker (1762), p. 180; and W. Fairman, An Account of the Public 
Funds (1824), p. 136. 

? Commonwealth Relations Office. East India Company Records, General 
re bl Lascelles & Maxwell, Letter to J. Harvie, dated 6 November, 1745, 
“The debt of the Navy is monstrously high at this time and no fund sufficient to 
pay it, and therefore some have layen out of their pay above 7 years and are likely 


to do so much longer ”’. 
5T. Whately, Considerations on the. Trade and Finances of Great Britain, p. 5. 
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was limited to 5 per cent. And to the attraction of high yields was 
added that of capital appreciation on the return of peace. Increases 
in the Navy and Ordnance debt thus “‘ loaded the market to an extra- 
ordinary degree ’’,! exerting an influence not only on the reduction of 
commercial credit but also on the price of funds. The funding of this 
type of paper was therefore necessary both to rid the government of a 
troublesome burden and to facilitate short-term lending. By the reforms 
of 1796, the currency of Navy Bills was limited to 90 days and their rate 
of interest made the same as that on Exchequer Bills, and it became 
permissible to discount them at the Bank 25 days after issue. ‘‘ Of all 
the financial measures adopted during Mr. Pitt’s administration ”’, it 
was written, “none does more service to the money market or more 
credit to himself than this well-judged alteration in the terms of the 
Navy Bill ”.* 

It is possible that for the greater part of the 18th century the various 
kinds of Exchequer Bills, together with East India Bonds, represented 
the most important investments for the temporary balances of the City. 
“For with respect to the sums lent on current supplies ’’, it was stated, 
“they are lent by such persons as cannot lie out of their money for 
any term of years”’.* In this regard, the money market of the 18th 
century was closer to that of the present day than to the money market 
of the 19th century with its emphasis on the bill of exchange. Informa- 
tion on the rates of discount for such paper during this century is not 
extensive. Much of what exists relates to banks, and suggests that the 
rates charged by them were high and curiously rigid. This might pos- 
sibly have arisen from the absence of an adequate machinery for 
redistributing, particularly for bills for over 65 days, which made 
them as paper assets, despite their self-liquidating character, difficult 
to transfer.® 

As the funded debt grew, there can be little doubt that the amount 
subscribed from the provinces increased, although “‘as late as the 
beginning of the Napoleonic Wars, ‘in the provincial parts of Britain, 

1 J. Montefiore, A Commercial Dictionary, “* Navy Bills ”’. 

2 See, for example, J. Sinclair, The History of the Public Revenue of the British 
Empire (1785), pp. 121 and 260. 

§ J. Montefiore, op. cit. 

*Cobbett’s Parliamentary History of England, Vol. X, p. 109. 

5 There is some evidence for thinking that private discounters might have been 
more flexible than bankers in the 18th century. Thus, for example: “ Twenty-eight 
years ago [1790] this calling [bill-broking] was considered in a very different light 
to what it assumed at a later period. When money lay useless at the bankers, or 
in the chests of large capitalists, not an exchequer bill, and scarcely an India-bond 
in the market, to absorb a shilling of the floating capital. . . . Then it was that 
monied people solicited Tradesmen’s bills for discount: and the bill-brokers received 
a premium for bringing these to their employers. 

“*. . . Up to that period, we ourselves, had discounted very largely the bills upon 
London, of a remote manufacturing district, at the rate of 3 per cent. per annum. 
So great was the glut of money there, and then, as well as elsewhere, that we knew 
of some gentlemen engaged in banking concerns in the same town, who had an under- 
standing with each other to discount nothing under 4 per cent., yet clandestinely 


supply Tradesmen in the town with large sums to buy bills of manufacturers at a 
much lower rate’. D. Booth, The London Tradesman, pp. 277-8. 


1953] INSURANCE INVESTMENT OF THE 18TH CENTURY 143 


the public funds were comparatively little resorted to as a deposit 
for private property’”’’.! In the last quarter of the century, 
however, increasing economic activity, improved means of com- 
munication, and the growth of country banks led to the creation 
of a single market, first for short-term investments, and later for 
long-term capital. Nevertheless, it is clear that short-term credit, 
as well as long-term capital, like many commodities, was made 
available during much of the 18th century in markets greatly, 
though not entirely, influenced by local factors. A Welsh gentleman 
writing in 1732-3 suggested three markets: London and its surrounding 
counties to a distance of 70 miles; the maritime counties and the great 
trading towns; and, finally, the rural areas of England and Wales. 
These he placed in ascending order of expense.” But in this he was 
probably unduly influenced by Welsh conditions, where local supplies 
of capital were notoriously small; and it is also inconsistent with 
other of his evidence. What is important, however, is the recognition 
of local variations in credit conditions. Interest rates would tend to 
be consistently higher where industry was beginning to concentrate, 
than in predominantly rural areas, because of the greater opportunities 
for investment. It was the existence of such conditions which, when 
the appropriate institutions emerged, enabled “ the thrift of the South 
and East and the enterprise of the Midlands and North” to be so 
“happy and fertile ’’ a combination. 

The growth of such specialist financial institutions was one of the 
outstanding characteristics of the 5O years between the outbreak of 
the American War and the end of the Napoleonic Wars. It involved 
a rapid development of metropolitan and country banks; the estab- 
lishment of the London Clearing House; the well defined beginnings 
of separate organisations for the Stock Exchange and for marine 
insurance; and the appearance of an embryonic discount market. 
These developments reflected not-only the opportunity for specialisation 
resulting from a growing economy, but also the influence of the rela- 
tively high rates of interest which ruled for most of this period. 
Financial transactions became more profitable, while in industry and 
agriculture generally an emphasis was placed on self-financing. This 
specialisation of function might also have been encouraged by the 
protection offered the mortgagee by the Court of Chancery, especially 
with regard to the disposition of funds by institutions primarily con- 
cerned with short-term credit.4 The investment activities of the early 
insurance societies reflected these developments, as by trial and error 

1J. Lowe, The Present State of England with a Comparison of the Prospects 
of England and France, p. 326. Quoted in Geyer, Rostow & Schwartz, The British 
Economy, 1790-1850, Vol. I, p. 409. 


2W. Allen, The Landlord’s Companion or Ways and Means to raise the Value of 
Land, p. 9. 

3T.S. Ashton, The Industrial Revolution, p. 106. 

4B. H. Coleridge, The Life of Thomas Coutts, Vol I, p. 114. According to Coutts 
the Courts had prevented the foreclosure of mortgages in the years of acute shortage 
of money during the Seven Years’ War. 
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they moved into what is now regarded as their traditional spheres of 
activity. 
Il 


Lacking the experience from which the canons of modern insurance 
investment have been evolved, the societies of the 18th century were 
more empirical in the use of their funds. Much depended on the 
character of the society; and in this there was a big difference between 
the mutual fire offices and the larger companies. The former were 
confined in their business to the environs of London; to some extent 
restricted in the accumulation of funds by their constitutions; and 
limited in the scope of investment by their articles of association.' 
There was thus relatively little opportunity, and perhaps little inclina- 
tion, to pursue an active investment policy. Government funds provided 
an adequate, if, at the end of the century, dangerous home for their 
resources. In contrast, the second group were, from their establish- 
ment, in the centre of the business of the City, and numbered among 
their directors some of the most prominent merchants of the time. 
These factors, together with their great funds, enabled them to adopt 
a policy radically different from that of the mutual offices. 

From the first, however, the character of their activities imposed upon 
both types of offices two important technical considerations with 
regard to investment. In the first place the predominance of fire and 
marine insurance placed an emphasis on easily realisable assets. As 
a consequence stock, and loans on stock, were to be preferred to 
mortgages which, while they provided for the security of capital 
values, were attended by considerable expense and with delay when 
circumstances required their realisation. They thus became for insur- 
ance societies, at an early date, a secondary line of investment. For 
this reason, the societies preferred long mortgages. ‘“‘ They will not 
choose ”, wrote the Equitable’s solicitor in 1788, “‘to be bound to 
lend ye money for any term of years, but there is not the slightest 
likelihood of their calling it in whilst ye interest is well paid ”’.2 Com- 
panies would also on occasion stipulate a minimum period for which 
the loan was to be held. Secondly, subject to the requirements. of 
liquidity, the security of capital values was of fundamental importance. 
For this reason the more speculative securities were avoided by the 
insurance investor. This was particularly the case with departmental, 
or unfunded, debts, generally in the form of Navy Bills, Transport and 
Ordnance Debentures. It was only rarely that such were held, even by 
the bigger companies. Much use was made of the annual loans in 
anticipation of taxes in the first decades of the century, when the funded 
debt was small; but thereafter only infrequently. In times of stress 
they were open to much the same criticism as that levelled against loans 

1For a detailed account of the structure of a typical mutual office, see E. A. 
Davies, An Account of the Formation and Early Years of the Westminster Fire Office, 


especially Appendices I-III. 
* Equitable Life Assurance, Letter dated 25 June, 1788. 
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to meet deficiencies of taxes; for, as the Management Committee of 
the Sun Fire noted in 1719 with regard to the loans on the Land Tax, 
“their state is precarious, they may be worth £100 today and in debt 
£200 tomorrow’”’.! Government terminable annuities were also of 
little value to the institutional investor, in that they were a diminishing 
asset. It was the bigger funds which attracted the money of the insur- 
ance offices: the Old and New South Sea Annuities in the first half of 
the century, Consols and Reduced 3 per cents. in the second half. 
Again, there was a tendency, particularly strong before 1750-60, to 
keep away from stock likely to be directly affected by business condi- 
tions. Thus, Bank Stock did not in general prove attractive until 
towards the end of the century, although its yield tended to be some- 
what higher than the bulk of government funds. Above all, it was the 
stock of the East India Company which fluctuated most widely, affected 
as it was, not only by the state of its trade, but also by that of its con- 
tinental rivals, and by political events in India and at home. As a 
result, very little insurance money was invested in this great company. 

Subject to these considerations the allocation of the funds of the pro- 
prietary companies reflected variations in the yields of various invest- 
ments. Much of this movement of resources, from one form of invest- 
ment to another, concerned new income, rather than the selling of 
existing assets and reinvestment. The redeployment of funds between 
various categories of government stock was commoner from the 
twenties to the ’sixties, when the market was buoyant, than later. 
From time to time, the Sun Fire and the London Assurance would sell 
stock for the purpose of making up a mortgage or of lending to 
merchants, but the amount involved was never large. Finally, the 
companies took little part in the new loans issued from time to 
time. 

The interplay of these forces—the requirements of liquidity, of 
security of capital values, and of income—can well be seen in the 
records of the Hand-in-Hand, the oldest surviving mutual fire office. 
Founded in 1696, its first minutes reflect the contemporary distrust of 
government securities and the pressure of the members for a “ lands’ 
security’. This the directors felt able to accede to, when a fall in the 
rate of interest in the last years of the 17th century diminished the 
attraction of Exchequer Bills and loans on Supply. By 1699, the Bank 
was making short-term loans to merchants at 44 and 5 per cent.;? and 
such conditions continued until the end of 1707, with the exception 
of two short crises at the beginning of 1701 and 1705. In the middle 
months of 1704 the Treasury of the Million Bank was “ disposing of ye 
money of this Bank‘at not less than 44 per cent.” ;* in January, 1705, it 
was observed that Exchequer Bills “ hardly bring in 5 per cent. ;4 


1Sun Fire Insurance, Minutes of Committee of Management, October, 1719. 
2 The Bank of England, Court Minute Books. 


3P.R.O., C/114/15. 
“The Hand-in-Hand Assurance, Minute Book No. 1, 28 January, 1705. 
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while from September, 1705, to early 1708, the East India Company 
was also able to borrow at a similar rate.1_ In these circumstances, the 
society lent an increasing proportion of its funds on the security of 
London house property at a charge of 5 per cent. A part of this money 
went to the speculative builders who formed a large element of the 
directorate. Robert Frith, Henry Lidgburd, and Serjeant Highmore, 
for example, received loans to build houses in Albermarle Street, Frith 
Street and Bond Street. Others were lent money on property in 
various parts of London, from Wapping to Golden Square, and Chelsea. 
In December, 1701, approximately a third of the £2,100 then invested 
lay in mortgages; six years later nearly half the total investments, 
amounting to £16,787, were similarly employed.” At this latter date 
there was also a substantial amount lent to individuals on the security 
of government and other stock. In this the Hand-in-Hand was 
paralleled by the Amicable Society, established in 1706. The upward 
movement of interest rates, foreshadowed in the Autumn of 1707, 
became a reality early in the following year, under the dual pressure 
of increases in the funded and unfunded debts. The charge made by 
the Amicable for loans was raised in the first half of 1708 to 6 per cent., 
to be followed rather belatedly, in the Hand-in-Hand, by a similar 
increase in rate of interest on existing mortgages. At the same time, 
the new investments of the two offices were made almost entirely in 
government funds. The return of easier money conditions in 1711, 
following the funding of the floating debt, and the rumours of peace, 
witnessed in the Hand-in-Hand a revival of investment in real property 
between 1713-15. But by 1720, despite the fall in interest rates, only a 
twelfth of the £36,000 then invested by this society was in the form of 
mortgages. 

This diversion of resources into the funds reflected in part the decline 
in the influence of the speculative builder in the society, and in part the 
greater size and growing security of the National Debt. The country 
recovered its financial buoyancy with remarkable rapidity after the 
Peace of Utrecht. In this it was aided by an influx of French gold, by 
successful funding and conversion operations in 1717, and by reforms 
in the administration of the debt.* By the end of 1717 the advances 
on the land and malt taxes were being obtained at 4 per cent., and by 
January of the following year the government was borrowing at 34 per 
cent. for short-term purposes.4 At the same time the East India 
Company announced its decision to reduce the interest on its bond 
debt to 4 per cent., at which figure it was to remain until threats of war 
tightened conditions on the money market in 1719. The aftermath 


1 Rast India Office Library, Minutes of the Court of the East India Company. 

2It is probable that the limitation of building activity during the wars of 
the 18th century was confined to the later years of each war, when interest 
rates rose substantially. Cf. Mrs. Dorothy George, London Life in the Eighteenth 
Century, p. 79. 

8 J. J. Grellier, The History of the National Debt, p. 106. 

4 Abel Boyer, The Political State of Great Britain, Vol. XV, p. 103. 
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of the Bubble, with its two or three years of financial stringency, did 
little to alter the upward secular trend in the price of government 
securities; the yields, which were approximately 7.25 per cent. in 1712, 
had fallen to 4 per cent. at the beginning of 1728. These conditions 
were reflected in the government’s ability to raise supplies at 3 per 
cent. in 1725, “ the lowest rate that has ever been known ”’,! and in the 
successful conversion scheme of 1727. This upward trend, after 
considerable financial activity in 1733, reached its climax in 1736-7, 
when interest on India Bonds was reduced to 3 per cent. and the London 
Assurance charged only 34 per cent. for short-term loans. Fundamen- 
tally, these events were the result of the growing stability of the Hano- 
verian Succession and of the fact that, despite Anglo-Spanish bickering, 
England was enjoying the longest period of peace of the century. 
In such circumstances Walpole was able to effect large repayments 
of Exchequer Bills, as well as to reduce the funded debt by some £6 
million. The availability of money was further helped by the redemp- 
tion of substantial parts of the bond debts of both the East India and 
South Sea companies. 

The financial boom of 1736-7 introduced two decades which, devede 
the years 1745-48, saw the cheapest monetary conditions and the 
lowest corn prices of the century. From 1736 to 1745 and from 1749 
to 1760, the yield on India Bonds and on Exchequer Bills fluctuated 
between 2.8 and 2.9 per cent., and that on the bulk of government 
funded debts between 34 and 4 per cent., more usually about 3.6 per 
cent. The years between 1763 and 1775 witnessed a considerable 
recovery from the extreme conditions of 1759-63, but never fully 
achieved the buoyancy of the earlier period. It was in this part of the 
century (that is, to the end of the Seven Years’ War) that the large 
companies used substantial portions of their resources in investments 
other than government stock. The London Assurance had nearly a 
third of its assets thus employed between 1751-61; the Royal Exchange 
possibly an even greater proportion; and the Sun Fire approximately 
40 per cent. From 1761 to 1800 the average decennial price of consols 
fell from £85 10s. to £67 Is. 3d. These changed conditions were 
noted by writers as early as 1771 and were the subject of a spate of 
pamphlets a decade later. Except for the period 1789-93, the yield 
on government and allied stock did not again fall below 4 per cent. 
until 1822. For insurance investment the ’seventies were a watershed 
in that a far greater proportion of money flowed into paper securities 
after that period than before. The mortgages held by the Sun Fire in 
1800 were only £70,235 more than in 1778, and the investment activities 
of other societies, with one special exception, were entirely confined to 
stock of various kinds. By the end of the century, approximately 
80 per cent. of the assets of the companies examined were in securities, 
amounting in all to £3-34 million nominal value. By 1825 the Equitable 
alone held £9,385,000 in the government funded debt. 


1 Abel Boyer, The Political State of Great Britain, Vol. XXTX, May, 1725. 
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The contemporary money market offered two other opportunities 
of investment, namely in mortgages and in loans, generally of a short- 
term nature. Of these the latter was perhaps the most characteristic 
of the first three-quarters of the century. Nearly all the societies 
engaged in it to varying degrees. The lack of specialised institutions in 
the market is reflected in the vain attempts of the Royal Exchange 
Assurance to become the London agent of the Bank of Scotland. 
In 1722, when the “bad effects of the scarcity of money and a 
sunk credit are now too generally felt”’, it offered to lend to the 
Bank £20,000 for a minimum period of 19 years, in return for half the 
profits accruing from the use of the loan, together with a similar 
proportion of the profits arising from bills drawn on or by the bank; 
an offer which was, not unnaturally, rejected, on the grounds that the 
conditions were too onerous.’ Other examples of its activities include 
a loan of £12,000 to Sir Justus Beck? and of £2,700 in 1730 to George 
Robinson, on the security of 524 tons of copper. The Sun Fire, which 
in its early years was closely connected with the Royal Exchange 
Assurance, also had important members of the East India interest 
among its “‘ managers ”’, or directors. It was also, by virtue of common 
directors, associated with the Company for Working Minerals in 
Scotland. Accordingly, loans were made to the company of £1,000 in 
1735 and of £2,000 in the following year; in turn, the Sun Fire borrowed 
from the company in 1757. Brice Fisher was a frequent borrower on 
a variety of securities; Edward Jasper was granted a loan on the bulse 
of diamonds and later on government securities; Samuel Touchet was 
lent £1,200, when his affairs were beginning to falter in 1761. Later in 
the century, Messrs. Clairmont and Neaves, wine merchants of Mincing 
Lane, were indebted to the extent of £10,000 for a considerable period, 
‘as was also Robert Ladbroke, the distiller.* 

It is, however, in the London Assurance, with its close connection 
with the Anglo-French, the Jewish, West Indian and Levant merchants, 
that the business of short-term lending can best be seen. Beginning 
soon after the grant of its charter in 1720, advances by the corporation 
reached an annual total of £43,590 in 1726, £64,450 in 1736, £223,488 
in 1751 and £356,180 a decade later. Thereafter the amount of the 
loans fell off sharply, from £210,838 in 1762 to £93,500 in 1767; and 
after 1770 were only a small element in the investments of the company. 
These advances were made entirely on the security of stocks of various 
kinds, and generally amounted to between £5,000 and £20,000. They 
were all short-term loans, to “ the rescounters in May ”’, or for 1, 2, 3, 
6, 9 or 12 months’ duration, rarely longer. As might be expected, 
those to whom the facilities of borrowing were made available were the 
clients and members of the corporation. They included such Jewish 

1 J. Armour, Proposals for Making the Bank of Scotland more Useful and Profitable. 
spre dian Law Reports, Vol. 21, p. 833, Meliorucchi v. The Royal Assurance, 


5P.R.O., C/11/773/43 
4 Sun Fire Insurance, Minutes of Quarterly Meetings of Managers. 
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merchants and brokers as Isaac Ferdinand Nunes, Isaac Lemet, Stephen 
Daubuz, Solomon da Costa and the famous Sampson Gideon; gold- 
smith-bankers such as John Castle and Matthew Dove; stockjobbers 
such as Mark Woodley; the Anglo-French merchants like Claude 
Aubert, Charles du Porte and S. L. Loubier; and representatives 
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of the West Indian interest such as Thomas Dineley and Percevall 
Lewis. Only one member of the aristocracy is found, namely, John, 
first Earl de la Warr, and Governor of the Levant Company.! 

The rates of interest charged for these loans were slightly above 
the returns on government stock and fluctuated in much the same 
way. An examination of similar loans by the Bank of England 
shows that the rates charged by both institutions were, over periods of 
time, in substantial agreement. Although the London Assurance lent 


1London Assurance, General Ledgers. 
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regularly throughout the century, the peaks of activity occurred when 
money conditions tended to be tight. On such occasions, the merchants 
and brokers turned to borrow from the less generally used sources of 
money. Thus, for example, the increase of loans in 1726-28, 1734 and 
1744-45. The sharp rise recorded for 1751 was due to a gigantic 
loan of £150,000, which was repaid in the following year; it was renewed 
in 1756 and remained in existence for a number of years.1_ The heavy 
borrowing on government securities, especially as the Seven Years’ War 
progressed, was paralleled by increases in loans by the Sun Fire and 
by the Bank of England. Of the participation of the “ Bankers near 
the Alley ”’ in this type of business, it was written, “‘ their profits are so 
immense that they are now openly refusing to discount bills to the 
great detriment of the commercial interest of this City ”’.? 

The diversion of credit from commerce to government, which had 
driven borrowers to the large insurance houses, slackened in 1763 for 
a variety of reasons. There was in the first place a fall in the amount 
of government long-term borrowing. In the second place steps were 
taken to deal with that ‘‘ misshapen mass ”’, the accumulation of Navy 
Bills and Ordnance Debentures. £3,483,553 of this undated paper 
was funded in March, 1763, in 4 per cent. stock at par. This tended 
to reduce the yield on short-term securities relatively to that on long- 
term funds. The discount on Navy Bills, which had been 8 per cent. 
in December, 1762, fell to 34 per cent. in March, rising to 4 per cent. in 
the following two months: that on Exchequer Bills showed a similar 
but less pronounced improvement; and the East India Company gave 
notice in July, 1763, that the rate of interest on India Bonds would be 
reduced 4 per cent. in December. On the other hand, yields on long- 
term securities moved upward in April, 1763. The crisis which occurred 
on the Continent, in the July and August of that year, intervened to 
prevent the full effects of the funding being achieved, and the consequent 
heavy outward movement of capital at the end of the year and at the 
beginning of 1764 increased all rates of interest. Nevertheless, by this 
funding operation ‘“‘ the market was cleared of a great quantity of 
paper circulation on government security, which has excluded a like 
circulation on private security and engrossed all the ready cash; this 
operation therefore made an opening for notes on personal security, 
facilitated discount, and occasioned an easier circulation of money ”’.3 
These circumstances explain in some measure the strength of the 
London money market during the crisis. By the end of 1764 money 
conditions, generally, were easier. On the Continent the crisis was over 
and money was moving back into the funds; trade was flourishing, and 
£650,000 of the Navy Bills were paid off in December. In such con- 
ditions, the government in March, 1765, was able to fund £1,000,000 


The records of the London Assurance do not, unfortunately, state either the 
purpose or the recipients of this loan. 

2'T. Mortimer, Everyman his Own Broker (1762), p. 201. 

* T. Whately, Considerations on the Trade and Finances of Great Britain, p. 5. 
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of outstanding 4 per cent. Navy Bills at par, and in virtually 3 per cent. 
stock. The rate of interest on Exchequer Bills was reduced to 3 per 
cent., a step followed by the East India Company in September, when 
the customary six months’ notice of a reduction was issued. By this 
date the amount of the loans advanced by the London Assurance had 
fallen to nearly £100,000; and for the rest of the century the 
growing strength of the banking system seems to have reduced the 
need for this type of accommodation. It continued, however, as has 
been shown from the records of both this corporation and the Sun 
Fire, but on a much diminished scale.2 In the first half of the 
19th century this sort of activity was revived when the floating 
balances of insurance houses were employed by billbrokers in the 
discount market.® 

Closely allied to this short-term lending in the first part of the century 
were the advances made on bottomry and respondentia bonds*—an 
old and widely practised form of mercantile credit. The amounts thus 
invested by the marine insurance companies do not appear to have 
been large, and but for the direction of part of these investments, would 
be of little interest. In 1725, a year of easy money conditions in England, 
the London Assurance instructed its agents at Lisbon and Cadiz to 
make loans on the Portuguese and Spanish fleets; £18,021 was accord- 
ingly remitted for this purpose by bills of exchange on Sir John Lambert, 
Benjamin Fontaine, Messrs. Radbourne and Guillerman, Boisser & 
Company, and John Hays. By this decision the corporation entered a 
market which already attracted a great deal of English capital, and 
was to continue to do so until the last decades of the century.’ It was 
a business fraught with great risks. These risks arose less from the 
hazards of the sea than from difficulties in the recovery of debts and 
from uncertainty of taxation. But the profits were commensurately high. 
Premiums for bottomry loans from Cadiz to Buenos Ayres in 1725, for 
example, were between 90 and 100 per cent. The Cadiz and Lisbon 
agents placed the first loans in January, 1727, no fleet having sailed 
in the previous year, as a consequence of which £10,000 appears to have 
been returned to London. Further loans were made in the next three 


1 The terms were: “ two-fifths in redeemable annuities ; two-fifths in lottery tickets ; 
and the remaining one-fifth in redeemable annuity or life annuity with benefit 
of ownership, at option of subscriber, the whole at 3 per cent. or repayment 
at par”. T. Whately: op. cit.,p.8. 3 per cent. funded debt at time of funding 
stood at £87. 

2 A similar analysis might be made for the financial activities following the end 
of the American War of Independence. On the effects in modern times of the funding 
of the floating debt on the price of long-term government securities see E. V. Morgan, 
Studies in British Financial Policy, 1914-25. (1 am indebted to Professor R. S. Sayers 
for this reference.) ; 

3 W. Newmarch, “‘ An Attempt to Ascertain the Magnitude and Fluctuations of 
the Bills of Exchange in Circulation, 1828-47”, Journal of the Statistical Society, 
Vol. XIV, pp. 143-83. 

4A bottomry loan was on a mortgage of a ship’s hull; a respondentia loan an 
advance on the security of goods and merchandise in the ship. 

5 The round voyage, however, took 18 months. 
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or four years on “ good ships and full”, to Havana, Caracas, and 
Pernambuco, to Rio and Bahia. Thereafter the business diminished, 
largely because of the expectation of war. The proceeds of these loans 
were sent home in a variety of ways. In 1731 the Cadiz agents were 
required to remit in specie; in 1734, “ either in good bills on this place 
or in the usual materials of fine ware by sea, which last be pleased to 
prefer if peace continues”’. In 1730, and again in 1738, the corporation 
received their payments in shipments of hard lemons.! If the records 
of the Royal Exchange Assurance had survived, it is probable that a 
similar activity would have been revealed; the corporation was 
certainly lending money to London merchants in the ’thirties, for 
investment in Spanish bottomry loans.’ 

These transactions are interesting because they are typical of a 
variety of similar investments of English-owned capital, whether remitted 
from home, or directed from balances accumulated abroad. Dutch 
capital might have dominated the international scene by reason of 
its magnitude, but London merchants were not less active in this matter 
than their Amsterdam contemporaries. Since the time when English 
investors had burnt their fingers in Law’s Mississippi Scheme, money 
continued to be placed in French Government Debt; this was well 
known to the English Government.* Clifford’s of Amsterdam held, 
in 1720, 220,000 guilders in the Silesian loan as nominees of several 
directors of the South Sea Company;* and the Portuguese Crown is 
reported to have borrowed heavily from English merchants from time 
to time. It was the knowledge of these transactions which underlay 
the debate, in 1730, arising out of Charles VI’s attempts to borrow 
£400,000 in London; the exceptions in the Act then passed to control 
foreign investments, for “‘ those who traded in the funds abroad or 
trusted their money in foreign companies ” clearly show this. When 
in January, 1735, a loan of £250,000 at 7 per cent. was floated in London 
on the security of this Emperor’s silver mines, ““ Such,”’ wrote Abel Boyer, 
“is the madness of the present times and so fond are people to lend 
their money on what is called Publick Security, that the subscription was 
not only full in three hours, but soon after it began to bear a premium ”’. 
But capital was not only finding its way into foreign government debt. 
English investors were, for example, widely believed to be deeply 


1The London Assurance, Minutes of Committee on Bottomry and Letter Book 
of Committee on Bottomry. 

2 P.R.O., C/12/1454/100, C/12/1205/12, and C/11/1571/20. 

3.N. Magens, An Essay on Insurance, Vol. I, p. 506. 

4B.M., Add MSS. 25,576, f. 2.._The sum was subscribed in 1719 and the 
merchants concerned were Sir Theodore Janssen, Sir Lambert Blackwell, Richard 
Horsey, Charles Eyre and Samuel Reade, junr. 

5 Cobbett’s Parliamentary History of Great Britain, Vol. VIII, pp. 778-89. 

6 Abel Boyer, The Political State of Great Britain, Vol. 49, p. 129. An account 
of this loan and the cause célébre du droit des gens to which it gave rise is to be found 
in Sir E. Satow, The Silesian Loan and Frederick the Great. The Stock Exchange 
lists of the period quote another Emperor’s loan at 5 per cent., which suggests that 
English investors contributed to a second loan, which might or might not have 
been floated in London. 
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implicated in the Ostend and Gottenburg East India Company. In 
1736 Alexander Hume, a director of the Royal Exchange Assurance, 
wrote to Thomas Hall “to know of your intention about being con- 
cerned in the new ship building in Spain, I should be glad of your 
resolution about it as we intend to shut up the subscription soon. Our 
stock is now £63,000 and we have some actually buying goods for the 
cargoe and the ship ’ere this is begun building’. Five years later, the 
same merchant received a letter from Messrs. Jackson & Diharce, of 
Genoa, asking if he wished to contribute to a new insurance and dis- 
counting company lately established there, in which they had bought 
shares for their London principals. Writing of the period before the 
Napoleonic Wars, it was stated, ““ While the old system and com- 
mercial relations of continental Europe continued to flow in their 
accustomed channels, it is well known that much of British capital was 
employed in trade between the various countries of Europe, and their, 
as well as our own, settlements abroad ; . . . these transactions which 
were principally if not entirely British though in a foreign garb... . 
As it regards the employment of British capital . . . in foreign com- 
merce we may instance the trade of Sweden and Denmark, and of 
Spain and Portugal with their colonies, and also with the East India 
settlements generally, which used to be in a great degree on British 
account, or connected with British speculation’’.® 

While the amount may never be accurately estimated, there can 
be little doubt that English capital was playing an increasing part in the 
international movements of money, especially between the capitals of 
the principal mercantile powers, which characterised the 18th century 
after the Peace of Utrecht. There is reason for thinking that the search 
for investments, which drove Dutch capital outwards in all directions 
across Europe, was in some measure a feature of English economic 
life between 1730 and 1756; that it was, in fact, a continuation of the 
characteristic already noted in England for a period of some 40 years 
before the Bubble. In this period, if money could be obtained in 
Holland at 24 and 3 per cent., it is remarkable how narrow was the 
margin between these figures and the yield on British government 
funds. Writers in the late ’twenties and ’thirties were certainly con- 
scious of an approximation of London and Amsterdam rates of interest. 
Colour is given to their statements by the presence of a series of offices 
in London during these years for Dutch lottery loans. The war years 
1739-48 were an interlude of relatively little importance in this availa- 
bility of capital. After 1739, the yield on English funds moved nearer 


1P.R.O., C/103/131. Letter dated 15 July, 1736. 

2 P.R.O., C/103/133. Letter dated 27 September, 1741. 

3 Letter to Jasper Vaux—Jevons Collection of Pamphlets, Goldsmith’s Library. 

4K. G. Davies, “‘ Joint Stock Investment in the Later Seventeenth Century ”, 
Economic History Review, 2nd Series, IV, 3, p. 300. 

5 While the gambling element bulked large in this type of transaction, the amounts 
involved were not inconsiderable. Between £9-10,000 was subscribed to the State 
Lottery of Gronningen in 1722: P.R.O., C/107/138. This activity was forbidden 
unsuccessfully by 9 Geo. I, c. 10. The penalties were strengthened by 6 Geo. II, c. 35, 
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to 4 per cent., and although the London money market was beginning 
to feel the pressure of war finance in 1744, a loan of £200,000 at 6 per 
cent. for the King of Sardinia was successfully floated in October of 
that year with John Bristow and Gerrard Von Neck as its trustees.’ 
The crisis which occurred at the end of 1745 was primarily one of con- 
fidence engendered by political events. The increased rates of interest 
undoubtedly attracted much Dutch capital during the last three years 
of the war, but an examination of the yields on government stock, the 
ease with which money was raised in 1747 and 1748, and the rapidity 
of the post-war recovery do not suggest financial exhaustion.” By 
1753 the market was not only dealing with the withdrawal of Dutch 
capital, but was able to make a small gesture in the matter of foreign 
lending. For in that year John Bristow, Edmund Boehm, and Samson 
Gideon floated a loan of £90,000 at 5 per cent. for the City of Danzig, 
partly to enable the city to repay the outstanding sums on a loan raised 
in Amsterdam in 1740.2 Even with the ‘ douceur’ to investors, the 
interest rates on the funded debts in the Seven Years’ War never rose 
above 44 per cent.,* despite the unprecedented sums raised and the 
immense burden placed on the short-term money market. In the 
following twelve uneasy years of peace, English capital continued to 
move to the colonies in the western hemisphere, and to be found in 
foreign stocks, especially those of France.® Finally, the extravagant 
finance of the American War had no difficulty in calling forth money, 
at a time when it is generally believed that the Dutch were disinvesting 
heavily. “The rage for subscribing ’’, wrote Thomas Coutts, the 
banker, in 1782, “‘ continues meanwhile to pervade all ranks of men 
and I believe they begin to be almost frightened at the Treasury at 
the amount of the sums offered ”’.¢ 

This evidence of the availability of capital at home and of its employ- 
ment abroad, taken together with the evidence of the probable exag- 
geration of Dutch investment in English funds,’ makes it fairly certain 
that Britain’s financial position in the 18th century was far less critical 
than has been recently suggested. The invisible items of trade of which 
the Spanish bottomry loans were typical, and which, according to Dr. 
Imlah, enabled Britain to have a surplus of visible imports over exports 
in 1798, were at that date of no recent importance.® 


1 Gentleman’s Magazine, 1744, pp. 562-3; and Scats Magazine, VI, p. 485. 

2See J. J. Grellier, The History of the National Debt, pp. 207-10 and 
footnotes. 

3 Read’s Weekly Journal, March 17, 1753. 

4J. J. Grellier, Terms of all the Loans. 

J. de Pinto, An Essay on Circulation and Credit (trans. by Rev. S. Baggs), p. 33. 

SE. H. Coleridge, The Life of Thomas Coutts, Vol. 1, p. 143. 

7 A Carter, “ The Dutch and the English public debt in 1777”, pp. 159-161 below. 

8 See in particular, C. H. Wilson, ‘‘ Treasure and Trade Balances; the Mercantilist 
Problem ”’, Economic History Review, 2nd Series, Vol. II, No. 2, 1949; and by 
the same author, “ Treasure and Trade Balances”, Economic History Review, 
2nd Series, Vol. IV, No. 2, 1951. 

® A. H. Imlah, “ Real Values in British Foreign Trade ”’, The Journal of Economic 
History, Vol. VII, No. 2. 
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The third type of investment open to the 18th century insurance 
societies was the lending of money on. the security of real property. 
The Hand-in-Hand bought a small area of land and buildings in the 
neighbourhood of the Old Bailey in 1764 for £3,000, but this was 
exceptional. In the first half of the century the only office to make 
great use of mortgages was the Sun Fire, to be followed later by the 
Equitable. The London Assurance lent money occasionally on this 
type of security, but the amounts involved never exceeded £11,000, and 
were confined to the period before the American War of Independence. 
Of the other offices, the Royal Exchange was precluded from this 
activity by the terms of its charter, and the mutual offices usually 
limited their individual advances to £1,000, which confined them to 
mortgages on dwelling houses and other small property. By 1800, 
the joint resources of the Equitable and the Sun Fire in mortgage loans 
amounted to £775,805. The building up of this considerable sum fell 
roughly into four periods, namely those in which the societies were 
willing to lend at their lowest rate of 4 per cent. These were from 
the early ’thirties to the Autumn of 1745; from December 1751 to 
December 1760 (except for an interval 1756-8, when the rate was 
44 per cent.); from March 1769 to March 1778; and from October 
1791 to December 1793. Thus the amounts advanced by the Sun Fire 
increased from £61,903 in December 1750 to £141,000 in December 1760; 
from £151,000 in December 1768 to £321,255 in December 1778. 
From then to the end of the century there is an increase of only £70,235, 
with disinvestment between 1782-88, which was made good in the 
years 1789-93.1 The Equitable shows the same pattern of behaviour. 
This society was established in 1768 as the first modern life office, and 
was unique in the rate of its growth. The need to place “ the property 
of the society upon two distinct kinds of security ” brought it into the 
mortgage market in 1778. Like the Sun Fire, the Equitable undertook 
no new mortgages between 1781-88. Its real period of expansion 
was from 1788 to 1798, when the total amounts so invested rose from 
£115,600 to £405,481. After 1799, 11 years were to elapse before 
either society again engaged heavily in loans on real property. 

The periods of activity in mortgage lending bring out clearly the 
relationship between the yields on government security and the flow 
of money into other forms of investment. They were all periods of 
low yields, as will be seen from the tables. This relationship applied 
to existing mortgages, as well as to new ones; for insurance mortgages, 
as those of many merchants and banks, were characterised by a provision 
allowing for movements in the rate of interest. The evidence given by 
the records of the Sun Fire shows that the relationship in downward 
movements of interest rates was not an immediate one. A certain 
time lag is to be expected, but part of the explanation lies in the fact 
that in most cases the downward trend refers to existing mortgages. 
There would be a strong inclination to defer as long as possible a fall 


2 Sun Fire Insurance. Minutes of Quarterly Meetings of Managers. 
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of income from these investments. After the Napoleonic Wars the 
correlation became more direct. The relationship was then standardised 
by the Equitable in the following way!: 

Interest if paid within 30 


Price of Consols days after due 
Above £90 4 £3 10s. 
At or under £90 and above £86 Le £3 15s: 
At or under £86 and above £78 oi £4 
At or under £78 and above £70 RB £4 10s. 
At or under £70 a : A £5 


Without a greater knowledge of the pace and extent of enclosures, 
it is not possible to attempt a precise correlation between that activity 
and movements in the rates of interest, particularly for the first half of 
the 18th century. There is, however, a good deal of evidence to suggest 
that the periods in which the insurance companies were prepared to 
invest in mortgages were also periods in which there was a more general 
movement of money into real property investment. Professor Habakkuk 
has observed that the increase of enclosures in the counties of Bedford 
and Northampton in the 1720’s was largely the result of the falling 
tate of interest:2 wheat prices were certainly no higher on average 
than they had been in the previous decade. This bears out a more 
general claim made by the friends of the Ministry, at the election of 1730, 
that there had been “ great sums of late expended in the enclosing and 
improving of lands and in the opening of mines”. The greater use 
of Acts of Parliament for enclosure in the later parts of the century 
enables a more precise statistical correlation to be made for this period. 
During the 12 years between 1779 and 1791, when insurance investment 
in mortgages was virtually at a standstill, the number of acts involving 
enclosure of arable was 221, of which 47 were passed in 1779, and 
might well have originated in easier money conditions. This total is 
less than half the number passed in the decade 1768-78, during which 
years, as the Sun Fire records show, there had been active investment in 
loans on real property. Improvements in agriculture, together with 
building speculation and the movement of capital to the West Indies, 
were also given by a banker as the reasons for the crisis of 1772, as far 
as Scotland was concerned. The high return on government stock 
in the last four years of the American war drew vast quantities of money 
to London; while the slow funding of over £18 million of the floating 
debt, together with threats of war in the Low Countries, delayed the 
post-war adjustment of interest rates. There thus can be little surprise 
that during the high corn prices of 1781-4, “some of the country 


» Lhe Equitable Records, Minutes of Director’s Meetings, 9 December, 1830. 
2H. J. Habakkuk, “ English Landownership, 1680-1740 ”’, Economic History 
Review, Vol. X, p. 13, 
vA, Anderson, An Historical and Chronological Deduction of the Origin of Com- 
merce, Vol. IV, p. 156. 
‘Sir William Forbes, Memoirs of a Banking House, p. 39, 
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gentlemen ” talked “‘ much of lowering the lawful rate of interest of 
money and mean to put it forward next session”. It was not until 
1793, when the incentives of rising prices coincided with cheaper money, 
that the volume of enclosure acts recovered their former size. During 
the war years inflationary profits facilitated self-financing of agricultural 
improvement, and permitted the continuance of borrowing, possibly 
from the country banks rather than from London, despite the high 
rates of interest then current. 

Those who resorted to the insurance offices for mortgages were 
among the most prominent figures of the time. They included two 
Prime Ministers, the Duke of Newcastle, and the Marquess of 
Lansdowne; several members of the Pitt family, Sir Laurence Dundas, 
and the Dukes of Chandos, Leeds, Marlborough and Bedford. There 
were wealthy country gentlemen like John Crewe, Sir John Hussey 
Delaval, and Sir Thomas Skipworth; and less wealthy Welsh gentlemen 
like Sir Thomas Mansel and Sir Thomas Williams. By the end of the 
century half the counties in England and Wales contained some land 
mortgaged to one or other of the two companies. The amounts 
borrowed varied considerably. There were few below £5,000, and a 
large number of £20,000 and over. Only occasionally do the records 
of the companies state the purpose for which these loans were required. 
In the case of the Earl of Lincoln, who borrowed £40,000, it was for 
the purchase of an estate in Nottinghamshire,” while in that of Thomas 
Johnes of Hafod, Cardiganshire, it is fairly safe to say that the money 
was required for his building operations.* It is possible that some of 
the large mortgages, such as the £60,000 lent to the Marquess of 
Lansdowne, represented the consolidation or repayment of existing 
mortgages. This was certainly the case with part of the money borrowed 
by Thomas Johnes, and with the £35,000 lent the Duke of Bridgewater 
in 1769, part of which was almost certainly used to repay a loan of 
£25,000 advanced by the bankers, Messrs. Child & Co. This money, 
which had been used for canal purposes, was the first of a 
long series of loans for public utilities, more especially after 1815. 
The Royal Exchange lent £300,000 to help the construction of Regent’s 
Street in 1816; the Equitable a similar sum for improvements in the 
Strand in 1829;5 the Marquess of Bute was borrowing at the same 
company when building his docks at Cardiff;* and the Palladium 
Insurance Company helped to finance the construction of the first 
docks at Newport, Monmouthshire, in 1841.7 The amount lent for 
industrial purposes in the 18th century was negligible. 

1B, H. Coleridge, The Life of Thomas Coutts, Vol. I, p. 166. 

2 Sun Fire Records, Minutes of the General Meetings, 21 May, 1761. 

3 Equitable Life Assurance, Minutes of Directors Meetings. 

4Sun Fire Assurance, Minutes of Quarterly Meetings; and S. Smiles, James 
Brindley and the Early Engineers, p. 212. 

5 B.P.P., 1868-9, Vol. 35, Part I, pp. 442-3. 


® Equitable Life Assurance. 
7E. G. Spate, Box 1295, p. 21, 
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Taking the century as a whole, therefore, insurance investment 
reflected clearly the changing structure of the money market, as well as 
the different character of proprietory and mutual offices. The former, 
under the necessity of earning profits, were active investors, the dis- 
position of whose funds showed the relationship between the yields 
on the funds and those to be obtained from other forms of investment. 
An examination of these yields suggests that, apart from long-term 
government loans, there does not appear to have been a significant 
difference in the rate of interest between the beginning and the end of 
the century. The fall in the rate at which the State could borrow, and 
which occurred in the first three decades of the century, was the result 
of political developments. The risk of lending decreased as the stability 
of the Government became increasingly evident. There appears to 
have been, however, a distinct correlation between movements of the 
rate of interest and the pace of development in those forms of economic 
activity which required large amounts of borrowed capital: in enclo- 
sure, in improvements of the system of transport and in building. The 
strength of this money market has undoubtedly been underestimated. 
It seems that Dutch capital, except perhaps in a few years of war, found 
employment in the English Funds less from England’s need for capital 
than from a lack of investment opportunities at home. The imper- 
fections of 18th century trade statistics prevent any attempt at assessing 
the margin between visible exports and imports; but the evidence 
suggests a growing income from invisible exports. It is certain that 
both this development and the inflow of foreign money into the funds, 
together with a growing trade, enabled London to grow rapidly as an 
international monetary centre after the decade 1720-30. 


The London School of Economics. 
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The Dutch and the English Public Debt in 1777 
By ALICE CARTER 


Did the Dutch ever hold as much as three-sevenths of the English 
public debt?! The evidence for this statement is, as far as I have been 
able to ascertain, extremely dubious. Yet this 18th century conjecture, 
On a matter of great public interest both in England and in the Dutch 
Republic, has been universally accepted. Like the idea that the South 
Sea directors themselves precipitated the crash by issuing writs of 
scire facias against four Bubble companies,? or Hume’s apologetic 
assertion in an obscure footnote that there might be only 17,000 public 
fundholders in 1752,* this assertion that the Dutch held three-sevenths 
of the English public debt has found its way into the lecture notebooks 
of generations of students; and still re-echoes in the seminar rooms 
and conference halls of economic history departments. The ‘ heresy’ 
about the South Sea crash has lately been exposed by Professor Gower 
in the Law Quarterly Review. The apologies with which Hume 
prefaced his conjecture have not received the currency accorded to the 
conjecture itself. And no one who has worked on the ledgers, alphabets 
and transfer books for the public debt of the period, occupying a whole 
floor of the north wing of the Bank Record Office at Roehampton, 
can believe that a mere 17,000 names and addresses are contained 
therein. The total debt in 1752 was just over £714 million*®; the 
average holdings in three typical stocks of 1760 proved on analysis to 
be around £1,000.’ 

Similarly, with the statement about the Dutch interest in England’s 
public debt; linked with it in the minds of students is the name of 
Lord North, not perhaps the most clear-headed financial thinker, but 
one who was well-advised and certainly no alarmist as far as the debt 


1See Wilson, Charles, Anglo-Dutch Commerce and Finance in the Eighteenth 
Century, pp. 78, 190. Mr. Wilson is surely mistaken in supposing that his authority 
quotes two sources for this statement. 

2 Anderson, History of Commerce, Vol. Il, p. 288; Scott, W. R., English Joint 
Stock Companies to 1720, Vol. 1, pp. 425-7, Vol. II, p. 325. 

3 Essay on Public Credit (edition of 1817), footnote to p. 19. Hume prefaces his 
estimate, “I have heard it has been computed .. . 

= April, 1952. 

5 The ledgers of the South Sea Trading Stock are missing, otherwise all the ledgers 
are there. For a further account see my “ Analyses of Public Indebtedness in 
Eighteenth Century England”, Bulletin of the Institute of Historical Research, Vol. 
XXIV (1951), p. 173. 

6 See “‘ History of the Earlier Years of the Funded Debt’’, B.P.P., C. 9010 (1898), 

. 20. 

2 7 The stocks analysed for 1760 were the 4 per cent. Annuity Loan of 1760, the 
3 per cent. so-called South Sea Annuities of 1751, and the East India Annuity Loan. 
Average holdings were £1,310, £879 and £959 respectively. There were 5,926, 2,399 
and 3,119 fund holders, and averages were calculated on the totals as I found them 
in the ledgers. ; 
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was concerned. Yet coupled with this statement about the Dutch 
interest in the debt, is the statement that not much more than half of 
our debt was in the hands of English people domiciled in England. 
Surely if this information had been known to North he could not 
have spoken in the Commons as he did in 1776-77 on the subject of 
the supplies for that year?! Admittedly, the whole question was, as 
Sinclair pointed out,? what today we should call “‘ top secret”. But 
this considerable, if putative, cat was released from its hiding place in 
a controversial pamphlet published at Utrecht in 1777.3 The author 
of the pamphlet was a dilettante anti-Orangist propagandist, the Count 
van Nassau La Leck, and he was urging his compatriots to sell out their 
English debt stock before the coming inevitable and disastrous capital 
depreciation. He referred—in a footnote which has since become 
notorious—to the results of a careful enquiry undertaken on the orders 
of Lord North, and based on the ‘ registers’, of which the results 
were reputed to be that the Dutch held £59 million, the English £72 
million of their public debt, and that French, Swiss and other nationals 
held the remainder of the total of £140 millions.* 

It may be instructive to examine the process by which Lord North 
has come to have this statement fathered upon him. In 1913 an 
Amsterdam correspondent contributed to the Economist an article 
on the history of Dutch foreign investment, in which he gave 1777 as 
the peak year and quoted the figure of £59 million (approximately, he 
computed, 700,000,000 guilders) of Dutch investment in England.® 
He gives no authorities, and the Economist’s records were lost in the 
bombing of London, so that it is not possible even to know who was 
this Amsterdam correspondent in 1913. But the passage reads very 
much as if based on a Dutch publication of 1908, in which the authority 
for this statement, not attributed to Lord North, is given as La Leck’s 
pamphlet.? In 1923, J. B. Manger, a Dutchman writing in French,’ 
published his Recherches sur les Relations Economiques entre la 
France et la Hollande, pendant la Révolution Frangaise, 1785-1795. 
Here he touches on Dutch investment both in England and in France 
and in the interests presumably of brevity cites La Leck’s pamphlet 
and figures as “ le calcul suivant de Lord North ”’.® 


1 Hansard’s Parliamentary History, Vol. XVIII, pp. 1315-1330. Debate on the 
Budget, April 24, 1776. North was in a supremely confident mood and made light 
of the debt. 

* Hints Addressed to the Public, calculated to Dispel the Gloomy Ideas which 
have been lately Entertained of the State of Our Finances (1783), p. 55. 

3 Brieven over de Noord—Amerikaansche Onlusten, L. T. Van Nassau La Leck. 
This pamphlet, listed in Knuttel’s Catalogue as No. 19155, is at the Koninklijke 
Bibliotheek at The Hague. 

4 Vol. I, p. 19. 

5 February 15th, 1913. The exchange between guilders and the £ fluctuated 
between 10 and 11, but was usually calculated via the pound Flemish. See Posthumus, 
N.W., Nederlandsche Prijsgeschiedenis, Deel. I, pp. 590-638 

6 Diferee, H. C., De Fondsenhandel tijdens de Republiek. 

7 Tbid., pp. 67-68. 

8 So I am assured by Mr. Charles Wilson. 

® Op. cit., p. 16. 
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If the results of this enquiry were known at all, either in England 
or in the Republic, it seems extraordinary that they should have been 
ignored, both by Sinclair and by Van de Spiegel, English and Dutch 
authorities, for much more conservative estimates? made in both 
cases only six years later. Even if we assume colossal disinvestment 
during the Fourth Anglo-Dutch War, it seems inconceivable that 
neither Sinclair nor Van de Spiegel should refer to the earlier much 
greater Dutch interest in the English funds, if the earlier figure were 
known to them. If there ever were such an enquiry as La Leck men- 
tions, surely Sinclair at any rate would have heard of it. And if it 
were generally assumed, on good authority, in the Republic that so 
much English debt stock was held by the Dutch, surely Van de Spiegel, 
who was writing a private memorandum on the economic condition 
of the Republic, by special request of the Stadtholder, would have 
mentioned it.* 

Van Nassau La Leck was anti-Orangist.4 That meant that he was 
at least no lover of England. He was urging his compatriots to come 
out of English funds, at a time when we were engaged on a costly war 
with our colonies. Did he perhaps hope to discredit the English 
loans by exaggerating the foreign interest in them ? Or did he sincerely 
believe that concerted Dutch selling would be extensive enough to 
cause a catastrophic fall ? In any case, I think it is inescapable that he 
was not in a position to hold exact information, that he had a pro- 
pagandist aim in writing as he did, and that his conjecture has not 
only been wrongly attributed to Lord North but has been made to 
bear more weight than its evidential value warrants. I have spent 
many hours failing to find any English reference to what was, after all, 
a pretty startling revelation, many hours turning over ledgers and 
alphabets which reflect a one-sixth or a one-eighth rather than a three- 
sevenths Dutch share in the English public debt, even if allowance be 
made for nominee holding, and many hours with transfer books which 
do not in any way suggest a 50 per cent. repatriation of Dutch capital 
in the period between La Leck’s rumoured enquiry and Van de Spiegel’s 
memorandum of 1782. 


The London School of Economics. 


1 For Van de Spiegel, see Nieuw Nederlandsch Biografisch Woordenboek, V, 
p. 786. Sinclair, History of the Public Revenue, Ill, Appendix V, pp. 160-163, 
gives approximately £24.5 million sterling as the total foreign investment in English. 
funds. Van de Spiegel puts Dutch investment in England as 280,000,000 guilders, 
not a big difference when one considers that Dutch holdings made up much the 
biggest part of the foreign interest in the debt, and that Sinclair probably under- 
estimated foreign holdings in South Sea Stock and Annuities, always favourites with 
the Dutch. 

2 These estimates of Van de Spiegel and Sinclair for 1782 and 1783 work out, 
one at a little over, the other at a little under, an eighth of the total debt. 

A 3 I! memorandum, of very great interest, is summarised by Blok, P. J., Geschie- 
denis van het Nederlandsche Volk, Ul, p. 569 ff. A photostat copy, from the original 
in the Huisarchief van de Koningin at the Hague (Archive of William V, 337/338) 
can be inspected in the library at the Institute of Historica) Research. 

4 See Nieuw Nederlandsch Biografisch Woordenboek, Vol. I, p. 1366. 

5 He is described in the N.N.B.W., loc. cit., as anti-English. 
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The Import Content of British Exports 
By W. Z. BILLEwicz! 


I. INTRODUCTION 


It is generally assumed in discussion of foreign trade problems that 
the volume of exports is independent of the volume of imports, although 
it is acknowledged that exports may embody imported raw materials. 
Only in a few cases[1],? however, is a specific assumption as to the 
magnitude of this ‘ foreign element ’ embodied in exports made. The 
magnitude of the Import Content, as the ‘ foreign element ’ will be called 
subsequently, is of interest from the point of view of economic planning. 
For example, to estimate total import requirements compatible with a 
certain postulated level of home consumption and investment and a 
certain level of exports, or to estimate the level of exports necessary 
to limit foreign disinvestment to a certain figure, one must either know 
or make assumptions as to the magnitude of the Import Content. 
This short paper attempts to investigate the changes in the Import 
Content of British exports. Estimates of the Import Content are 
presented here for 1924, 1930, 1938 and 1946. Figures for the first 
two years are based on estimates presented for a different purpose by 
G. W. Daniels and H. Campion[2]; figures for the last two years 
are the author’s own estimates. 


II. DEFINITION 


We will regard exports, f.o.b., as composed of two parts: (i) the 
Import Content which is equal to the value of imported materials and 
components consumed in the production, transport and distribution 
of exports; and (ii) the net exports which are equal to the value of: 

(a) Appropriate parts of net outputs of mining, industry, agri- 
culture, forestry and fisheries; and 

(b) The value of services of transport and distribution at all 
stages of production up to the moment of placing goods “on 
board ”’, Jess the value of imported materials consumed i in connection 
with these services. 


Defined in this way, Net Exports represent the value of the British 
element contained in exports. Unfortunately, the Import Content as 
defined above cannot be estimated in practice since no allowance can 


1¥ am greatly indebted to Professor R. G. D. Allen for his interest, encouragement 
and friendly, though unsparing, criticism. 
* Figures in brackets refer to works listed at the end of the paper. 
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be made for that part of wear and tear of equipment which should 
be attributed to production for export, and it is also very difficult to 
make an allowance for the Import Content of transport and distribution 
services. 

In effect, therefore, the Import Content as estimated here is equal to 
the value of imported materials consumed in production for export, 
including the value of foreign transport and distribution charges. 


Ill. Two CoNcEPTS OF THE IMPORT CONTENT 


It is obvious that the method of allocating imported materials between 
production for the home market and for export will affect the magnitude 
of the Import Content. It seems that two main lines of approach to 
this problem are possible. 

One approach is to regard exports as ‘ marginal’ to the economy 
so that it is the ‘ surplus’ of commodities which is exported. Whether 
this ‘ surplus ’, remaining after the satisfaction of home consumption 
needs, is created by restricting the latter by means of some rationing 
scheme or not, is of no importance here. In the same way we may 
regard imports as the marginal supply of materials, so that materials 
are imported only in the case of deficiency of home production relative 
to needs. If so, it may be assumed that home-produced materials 
are, where available, used in the production for the home market and 
are supplemented by imported goods only when home supplies are 
insufficient. It follows, therefore, that exports are produced primarily 
out of imported materials which, in turn, are supplemented from 
home sources to the extent to which home production is in excess in 
relation to needs. This approach, if adopted, will yield the maximum 
estimate of the Import Content. 

The second approach is based on the assumption that the same 
proportion of imported materials is consumed in the production of a 
given commodity for the home market as for export. This approach 
will, of course, produce a smaller total of the Import Content. The 
two methods will be referred to subsequently as the Marginal and the 
Proportional approach. 

It is probably the Marginal Approach which is more fruitful from 
the point of view of national planning. The planning of imports 
depends, among other factors, on the volume of exports aimed at, since 
an increase in exports, as far as this country is concerned, generally 
causes an increase in the consumption of imported materials, the 
supply of home-produced materials being inelastic. From the national 
point of view it is of no importance how the imported materials will 
be finally distributed between production for the home and export 
markets, the important thing being that an increase in exports means 
more imported materials. The answer to the question how much more, 
may be deduced from the Import Content estimated on the Marginal 
assumption. 
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The Proportional Approach figures are based on the belief that 
manufacturers use. their materials without regard to whether they 
produce for home or for export market. In fact, the manufacturer has 
no obvious reason to care whether he uses home-produced or imported 
materials once they are in stock. The Proportional assumption seems 
realistic if the Import Content is looked at from the point of view of 
individual producers, and since they are responsible for the bulk of 
exports, the assumption seems reasonable for the estimation of the 
Import Content of Exports when net earnings on exports are to be 
assessed. 

It is the second approach which is adopted here, although for 1938 
and 1946 the figures resulting from the application of the first approach 
are also given. 


IV. ESTIMATES 


The problem of estimating the Import Content may be attacked in 
two ways. We may either estimate it directly or obtain it as a residual, 
in which case the Net Exports. have to be estimated directly and the 
Import Content obtained by subtracting this estimate from Exports, 
f.o.b. The best solution would be, of course, to obtain independent 
estimates of both totals, so that a precise and automatic check would 
be provided by the fact that the Import Content and the Net Exports 
should add up to the f.o.b. value of exports. In this paper the figures 
of the Import Content for 1924 and 1930 are obtained as residuals while 
those for 1938 and 1946 are direct estimates. 


ESTIMATES FOR 1924 AND 1930 


These figures are merely an adaptation for our purpose of G. W. 
Daniels and H. Campion’s estimates of the Net Output Content of 
Exports[2]. 

Their estimates were obtained in the following way. Exports were 
divided into two parts, the first consisting of goods which had not 
been subject to any industrial process, the second consisting of goods 
resulting from some industrial process. 

The method of obtaining the Net Output Content of the first group, 
composed mainly of the products of agriculture, forestry and fisheries, 
is not set out in detail. 

The Net Output Content of the second part was obtained by applying 
to the factory value of each kind of exports the proportion of net to 
gross output corrected for duplication within each industry and then 
some allowance was made for duplication caused by the transfer of 
goods from one industry to another. The sum of the estimates of the 
Net Output Content of these two parts yielded the Net Output 
Content of Exports. 

Our estimate of the Import Content has been extracted from G. W. 
Daniels and H. Campion’s figures in the following way. Net Output 
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Content of Exports has been increased by (inland) transport and dis- 
tribution charges and the total so obtained has been subtracted from the 
ex-factory value of exports, to yield the c.i.f. value of imported materials. 
This total is larger than the Import Content since the c.i.f. value contains 
payments to British shipping companies. It is, therefore, necessary to 
subtract that part of the c.i.f. value which constitutes the net earnings 
of British shipping. The estimates of transport and distribution 
charges have been based on figures quoted by G. W. Daniels and H. 
Campion in the work cited above. The correction for the services of 
British shipping amounts to 5 per cent. of the c.if. value of imported 
materials involved in the production of exports. Table I presents 
the adjusting procedure step by step. The fact that G. W. Daniels and 
H. Campion give estimates of the lower and upper limit of exports f.o.b. 
and their components (Exports, ex-factory, Net Output Content, Trans- 
port and Distribution charges) allows us to obtain, by a suitable 
rearrangement of these limits, the upper and the lower limit for the 
Import Content for each year. 


TABLE I 
Import Content of Exports, 1924 and 1930 
(in £ million) 


I.—Exports, ex-factory . 
Less Net pues Content of 
Exports. 
Transport and Distribution 
Charges on all Materials 


The c.if. cost of Imported 
Materials .. 
Less 5 per cent. Correction for 
the Services of British 
Shipping .. : ze 


Il —Import Content 
IJJ.— Exports, f.o.b. 


1¥.—Import Content (II as ple 


centage of III) 28.9% 36.6% 


32.8% 


25% 32974 


Mid-value of the range 27.2% 


Source: adjustment of estimates by G. W. Daniels and H. Campion, op. cit. 


ESTIMATES FOR 1938 AND 1946 


The figures of the Import Content for 1938 and 1946 are direct 
estimates[3]. This approach has been adopted for a number of reasons. 
Firstly, it will be seen that the direct method permits us to avoid the 
assumption implicit in the first method that the ratio of net to gross 
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output is the same for exports as for total production, which is equiva- 
lent to assuming that the pattern of exports and that of total production 
is the same. In order to illustrate how this assumption may vitiate the 
results it is enough to compare, say, the distribution by qualities of 
the total production of cotton yarn with a similar distribution of 
exported yarn. Secondly, Net Exports are the greater of the two com- 
ponents of Exports, f.o.b., and it is the smaller component which is 
obtained as a residual in the case of the first method. Consequently 
it may easily happen that the relative error of the estimate of the Import 
Content will be such as to deprive it of any meaning. In view of this 
it was decided that, if only one of the components is to be estimated 
directly, it is better to estimate the smaller one since, if the direct 
estimate is subject to a reasonable relative error, then the estimate of 
the second component, obtained as a residual, will be subject to a still 
smaller relative error. Thirdly, the contribution of transport and dis- 
tribution to the total of Net Exports or alternatively to the Import 
Content, cannot be accurately estimated. However, it has been indicated 
elsewhere [3] that their Import Content is rather small. In these circum- 
stances we think it better to ignore the Import Content of these services 
and in consequence to include in Net Exports somewhat more than their 
Net Output Content than to guess the latter figure. Finally, the appli- 
cation of the first method is possible only for those years for which 
corrected-for-duplication data of a full Census of Production are 
available. 

To obtain a direct estimate of the Import Content, the quantities of 
imported materials used in the production for export must be estimated 
for each category of exports and then valued at the c.if. import cost 
diminished by an average correction for the services of British shipping 
(allowing for disbursements abroad). To this estimate the Import 
Content of (inland) transport and distribution should, theoretically, 
be added. 

The procedure followed may be set out in this way. First, materials 
were classified into three groups: (1) materials entirely imported, i.e. 
not produced at home; (2) materials for which the proportion of 
imports in the total consumed has been estimated; and (3) materials 
assumed to be entirely imported, i.e. materials for which the proportion 
of imports in the total consumption is known to be high, but which 
could not be included in group (2) owing to the lack of home production 
figures. This group accounts for 9 per cent. of the value of the Import 
Content. Entirely home-produced materials have been left out of the 
classification since this group does not contribute to the Import Content. 

Since the proportion of imports in the quantity of materials con- 
sumed (needed for group (2)) is based on a ratio of quantities, it is 
necessary to ensure that these quantities are comparable qualitatively. 
For instance, a ton of Swedish iron ore is not comparable with a ton 
of some poorer ore, and imported wool is not directly comparable 
with that produced at home. To eliminate these quality differences 
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materials were reduced wherever possible to some common denominator. 
For example, metal ores were reduced to their metal content. To find 
the proportion of imports in the quantity of materials consumed the 
proportion of consumed imports to total consumption or the ratio 
of actual imports to imports plus home production was used. 

The quantities of materials consumed in the production for export 
were estimated on the basis of various sources. The estimates are 
based partly on published and partly on unpublished data'. 

The next step was the valuation of materials. It was decided to 
value all materials at their average c.i.f. import cost and then, for 
reasons explained above (see p. 165), apply an average correction for 
the services of British shipping. The correcting factor was derived 
from the information supplied by the invisible exports inquiries con- 
ducted periodically by the General Council of British Shipping[4]. There 
can be no doubt that the available information does not permit the 
estimation of separate correcting factors for all kinds of materials 
involved, not even in fact for groups of materials, and that the only 
practicable solution is to use an overall correcting factor. On certain 
assumptions [3] it has been estimated that British shipping’s net receipts 
on imports account for 3.3 per cent. and 4.6 per cent. of the cif. 
value of imports in 1938 and 1946 respectively. These estimates have 
been used as correcting factors. 

The total obtained as a result of this valuation is equal to the Import 
Content calculated on the Proportional assumption. To obtain the 
Import Content based on the Marginal Approach, it is only necessary 
to check whether imports of the various kinds of materials are suffi- 
cient to cover the total quantities consumed in the production for 
export, and then to value the quantities so obtained in the same 
way as above. 

The estimates are presented in Table II. 


TABLE Il 
Import Content of British Exports, 1938 and 1946 
1938 1946 
£ mn, £ mn. 
Exports, f.o.b. = 915.1 
Proportional Approach— 
Import Content 128.3 
% Import Content 14.0% 
Marginal Approach— 
Import Content 192.1 
°% Import Content 21.0% 


Source: ‘A Comparative Study of the Import Content of British Exports, 1938 
and 1946” by the present author. 


1 For the latter, the author is heavily indebted to Government Departments and 
various professional and research institutions for their generous help. Full details 
may be found in [3]. 

H 
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V. CHANGES IN THE IMPORT CONTENT 


Estimates of the Percentage Import Content are shown in Table III. 


TABLE I 
Percentage Import Content 
Percentage Import Content 
Proportional Marginal 
Year Approach Approach 
°o oO 


Source: Tables I and II above. 


There seems to be a distinct downward trend in the percentage Import 
Content of Exports. The decrease between 1938 and 1946 is much less 
spectacular than that for 1924-30-38, which may indicate that the 
limit of “‘ doing without imports ” is being slowly approached, although 
the explanation of the steep decrease over the earlier years may lie in 
price and composition changes, such as a very sharp decline in textile 
exports. 

Any change in the Percentage Import Content may be explained by 
the combined action of the following main factors: 

(i) Variation due to changes in the use of imported materials; 


(ii) Variation due to (a) changes in the composition of exports, 
and (b) changes in the import-export price relation. 


It is clear that these factors are as likely to act in the same as in 
the opposite direction. At times they may compensate each other so 
that in spite of a variation in separate factors the Percentage Import 
Content will remain constant. No attempt is made here to assess the 
relative importance of these factors. 

It is not easy to explain the steep decline of the Import Content between 
1930 and 1938, because the estimates have been obtained by entirely 
different methods. Part of the difference may be explained by difference 
in the basis of valuation. In 1930, materials were valued as for the 
census of production while in 1938 they are valued at the corrected 
average values of imports of this year. There is, undoubtedly, a 
certain time lag between the acquisition of materials and the export 
of commodities. As a result of this, the Import Content calculated by 
the first method will, for the same year, be greater than that calculated 
by the second method if import prices are falling over the period in 
question. Sinceimport prices fell considerably over 1929-30 the steep 
decline in the Percentage Import Content between 1930 and 1938 may 
be partly explained by this fact. 
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There seem to be two logical ways of valuing materials. One is to 
value them as they appear in producers’ books, as the first method 
does; the second is to value materials embodied in exports at the prices 
it would cost to replace them at the time of exportation, the valuation 
at the corrected c.i.f. value of the year in question being perhaps as near 
to that as one can get in practice. It seems also that the second method 
of valuation is more meaningful from the national point of view. 

There are several reasons which may be quoted to explain the 
existence of a downward trend in the Percentage Import Content. The 
importance of textile exports declined rather sharply between 1924 and 
1938 (48 per cent. of the value of exports in 1924, 29 per cent. in 1930, 
22 per cent. in 1938). In 1946 there is an apparent increase in the 
importance of textiles due to their exceptional prices (in 1946 textiles 
accounted for 30 per cent. of the value of exports; if exports, however, 
are revalued at 1938 prices then textiles account for barely 15 per cent. 
of their value). This decrease in the importance of textiles is significant 
since, as a group, their Import Content is well above the average, so 
that a mere change in the relative importance of textile exports is bound 
(other things being equal) to reduce the overall Percentage Import 
Content. 

Another reason which may be quoted is that the proportion of 
imported finished and semi-finished iron and steel to home production 
was diminishing over the period under consideration. 

Then, exports of machinery, vehicles and metal goods in general 
show an increase and these groups (with the exception of non-ferrous 
metals group) have a relatively low Import Content so that their in- 
creased importance may have led to a decrease in the overall Import 
Content figure. 

These influences were counteracted by a continuous decline in coal 
exports. 

Finally, part of the decrease may be explained by changes in the use 
of imported materials and in the terms of trade between the materials 
consumed in the production for export and exports themselves. The 
former factor, if assessed separately, could be taken as a measure of 
the success with which industry endeavours to save imported materials, 


Polish University College, London. 
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Book Reviews 


Essays in Economics. By A. C. Picou. Macmillan & Co. Ltd. 1952. 
vii+ 241 pp. 15s. 


In this welcome new volume of economic essays, written between 1939 and 
1952, Professor Pigou has assembled 18 papers of a general rather than purely 
technical or specialist character. Only half a dozen of them have hitherto 
been readily available to economists in the Economic Journal or Economica, 
three have not been published elsewhere, and several have been modified 
since their first appearance. None is obsolete. They exhibit once more the 
wide range of the author’s interests and expository skill. He was equally at 
home in 1950 with the large audience of London school children to whom 
he expounded, “‘ One way of looking at Economics ”’, with the editors of the 
popular press whom he instructed in the art of getting books on economics 
suitably reviewed, and with the Royal Commissioners on Equal Pay, to 
whom he explained the disparities between men’s and women’s wages. 
Professor Pigou’s important contributions to the development of economics, 
since he published The Riddle of the Tariff 50 years ago, fill a very long 
shelf. His predictions are not always too promptly realised. Some years ago, 
he opened his Stamp Memorial Lecture with the warning that his streams 
of ink were drying up. Fortunately for us all the quality and quantity of 
his output to our science continue unimpaired. 

ARNOLD PLANT. 


The Rate of Interest and Other Essays. By JOAN ROBINSON. Macmillan 
& Co. Ltd. 1952. xiii + 170 pp. 10s. 6d. 


This stimulating book of essays falls into two main sections. The first 
section consists of the title essay on the rate of interest; and the second of 
three essays dealing with those aspects of the problem of growth that have 
principally exercised the minds of economists in recent years. 

Mrs. Robinson recognises that if we are to deal with a capital market 
having more than the customary two alternatives of money and bonds, it is 
necessary to discuss the demand and supply of each type of asset. The analysis 
of the rate of interest in terms of the demand and the supply of money “‘ was 
a useful simplification in the pioneering days of the theory” (p. 5). She 
therefore discusses a market having three types of assets: three months’ bills, 
irredeemable bonds, and ordinary shares. 

The analysis is stimulating. Some trouble, however, is experienced over 
the matter of expectations. Mrs. Robinson tries to ‘ tether’ these; but that 
is a difficult thing to do. Thus profits are at one point expected to continue 
at the same level as in the recent past, and at another expected to rise. 

There are, moreover, some grounds for doubting the assertion that a 
cheap-money policy will always succeed in pushing interest rates down if only 
it is sufficiently persistent. The argument, in an inflationary situation, turns 
on the ability of governments to keep down profits and thus the yield on 
ordinary shares “ by a budget surplus or other means ”. This may be possible; 
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but it is not inevitable that investors will reconcile their expectations to low 
interest rates before rising tax rates lose their deflationary effect. Finally, 
the argument relates to a closed economy. 

These remarks should not be taken to mean that the reader will 
not get much stimulus from this essay. Likewise he will get much 
stimulus from the essays on growth. The central one of this triad is 
on “ The generalisation of the general theory’. Mrs. Robinson sets out 
a model of growth that is basically the now standard constant accelerator- 
cum-constant multiplier model. She is, however, at greater pains than most 
writers in this field to specify carefully her assumptions. Perhaps, indeed, 
she is unnecessarily lavish. Having established the model Mrs. Robinson 
launches on a fairly extensive analysis of the many checks to smooth growth. 
Whether one agrees with all of her analysis, there is undoubtedly much food 
for thought here. 

Of particular interest, perhaps, is her revival of the suggestion that the 
downturn is brought about by changes in the length of the gestation period. 
Given suitable expectations it would be possible to set up a model where 
such changes do not occur. But evidence seems to be against such a model 
and with Mrs. Robinson. Her hypothesis undoubtedly merits our attention. 


A. D. Knox. 


The Cambridge Economic History of Europe. General Editors: M. M. 
PosTAN and H. J. HABAKKUK. Vol. I]—Trade and Industry in the 
Middle Ages. Editors: M. M. PosTan and E. E. Ricu. Cambridge 
University Press. 1952. xvi + 604 pp. 45s. 


Some forty years ago Sombart complained that most economic historians 
wrote administrative, rather than economic, history. Since Sombart’s time, 
economic history has undoubtedly become more ‘economic’. Fortunately, 
most modern economic historians have not pursued Sombart’s phantom 
quest for a Wirtschaftssystem or a Wirtschaftsgesinnung, but the more tangible 
problems of the role of money, prices, credit, the volume of production and 
trade, and the economic influence of such phenomena as population trends. 

This tendency in the writing of economic history has set its own problems 
for the editors of the second volume of The Cambridge Economic History 
of Europe. “* To tell the story of medizval trade as one of continuous change 
and transformation ”’, as the editors write, it was no longer possible to split 
the subject into comparatively small, self-contained chapters, as had hitherto 
been the practice in the Cambridge Histories. Prices, population and ‘ general 
trends ’ had to be treated as part of the whole story of medieval economic 
development and could not be relegated to separate chapters, where they 
would have appeared as mere afterthoughts, like the chapters on literature 
and art in the Cambridge Medieval History. At the same time, the principle 
of ‘‘ separate contributions of reputable historians ’” had to be maintained. 
The editors’ task was made much more difficult by the effects of the last war 
which eliminated contributions from Continental scholars, at least for this 
volume. Of the eight contributors two are American, the remainder British. 

In the compromise solution adopted, two long chapters are devoted to the 
whole course of the history of medieval trade: that of northern Europe by 
Professor Postan, and that of southern Europe by Professor R. S. Lopez. 
These chapters are preceded by Professor Gordon Childe’s contribution on 
“Trade and Industry in Barbarian Europe till Roman Times” (a chapter 
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marking the welcome entry of archeology into the precincts of orthodox 
economic history), Professor F. W. Walbank’s chapter on ‘“‘ Trade and 
Industry under the Later Roman Empire in the West’, and Mr. Steven 
Runciman’s chapter on ‘‘ Byzantine Trade and Industry”. The remaining 
three chapters are by Miss E. M. Carus-Wilson, on “‘ The Woollen Industry ”’, 
by Professor J. U. Nef, on “‘ Mining and Metallurgy in Medizval Civilisa- 
tion”, and by Professor G. P. Jones, on “ Building in Stone in Medizval 
Western Europe”. Urban institutions and finance, economic policy and 
medieval economic theory are to be presented in Vol. III. 

This arrangement, apparently so arbitrary, has proved to be remarkably 
successful. Not only do all contributions maintain a very high standard of 
scholarship and literary presentation, but the pattern of the whole of medieval 
commercial and industrial history emerges with a clarity that Vol. I failed 
to achieve for the history of medizval agriculture. Professor Walbank shows 
how the economic life of the Roman Empire declined in the third century 
from its former high level and how this decline was accompanied, and partly 
caused, by a decline in population. There was no catastrophic break during 
either the Barbarian or the Moslem invasions. Neither Professor Lopez 
nor Professor Postan accepts the theory of a complete disappearance of 
international or local trade during the early centuries of the Middle Ages. 
From the 10th century, the downward trend was reversed. ‘“‘ The startling 
surge of economic life in Europe in the ‘ high ’ Middle Ages is probably the 
greatest turning point in the history of our civilisation ” (Lopez, p. 289). 
It lasted until the early 14th century and was characterised by a rapid growth 
of population, rising agricultural prices, growing towns, expanding trade and 
an advancing ‘ frontier’ in Eastern Europe, Spain and the Eastern Mediter- 
ranean. The last 150 years of the Middle Ages saw another downward trend, 
with declining population, contracting production and trade, and falling 
wheat prices. For this last period statistical data are used freely, especially 
by Professor Postan. Both he and the other writers are careful to point 
out the limitations of these data as historical evidence. 

The chapters on mining, building and wool—this latter, by Miss Carus- 
Wilson, perhaps the most brilliant contribution to the volume—show in 
detail the development of the most important medizval industries. Their 
histories, despite modifications in detail, fit into the general pattern established 
in the two central chapters on trade. The modern reader will be particularly 
interested in the problems of old industrial societies with a capitalistic organi- 
sation of industry (Flanders and Florence), faced with growing foreign 
competition and a drying-up of their sources of raw materials. 

Mr. Runciman’s chapter on Byzantium is an excellent summary of the 
economic history of that part of the Roman Empire which survived the 
Barbarian invasions. Little is gained, however, by the author’s translation 
of Byzantine coins into gold francs—a currency that is no more familiar to 
the reader in 1953 than the Byzantine nomismata. It is a pity that Professor 
Jones’ fascinating chapter on building could not have been as long as the 
other contributions, the more so as compression has led to some obscurity 
(pp. 512-13). 


1 Professor Jones has explained to the reviewer that, when he spoke of a slower 
rise of money wages in Xanten, he meant that it took longer to complete than the 
rather-sudden rise in England, even though it went much further. The rise in the 
16th century “ that came more slowly than in England ”’, started in Xanten a decade 
later than in England. 
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Finally, a suggestion: would the editors consider publishing the ‘ missing ’ 
chapters on the trade of Eastern Europe and Western Asia, and on shipping 
and shipbuilding, as well as filling such gaps in Vol. I as the agrarian history 
of Ireland and Scotland, together with, perhaps, a chapter on the scientific 
thought of the Middle Ages and its influence on economic development ? 
This might be done, perhaps, as a supplementary volume, when specialists 
in these fields can be found again. 

H. G. KOENIGSBERGER. 


The Sterling Area. By A. R. CONAN. Macmillan & Co. Ltd. 1952. ix+ 
192 pp. 16s. 


The Sterling Area—An American Analysis. By J. M. CAsseLs and others. 
United States. Economic Co-operation Administration Special Mission 
to the U.K. 1951. 672 pp. 2i1s. 


Almost simultaneously there have appeared two valuable factual studies 
of the post-war Sterling Area, and by good fortune they are largely complemen- 
tary goods. The Economic Co-operation Administration’s analysis, under 
the direction of Cassels, is conceived on a magnificent scale and produced 
with a lavishness only possible in expensive art books and in attempts to 
teach the senators wisdom. It is divided into three sections, concerned with 
the Area as a whole, with the economies of the individual countries, and with 
a commodity-by-commodity analysis of the nature of Sterling Area trade, in 
particular that with North America. To some extent the study is an economic 
geography, although this is hardly a criticism, for the geography of currency 
areas is an essential background to informed discussion of international finance. 
It is a matter for regret that it has not been possible to make as detailed 
analysis of invisible transactions as has been made of visible transactions. 
This would, however, have involved much more speculation and far less use 
of published data; to have indulged in guesswork, however well informed, 
would have been contrary to the purpose of the American study. That 
purpose has been rather the collection, from scattered sources, of a wealth 
of factual material, and this purpose is admirably served. 

Dr. Conan’s book is complementary to Cassels’, in that Conan concerns 
himself little with the economies of the individual countries and not at all 
with individual commodities; his concern is with payments both within 
the Area and to Europe and America. His examination of the facts leads 
to some interesting conclusions. He shows, for example, that in 1950, Britain, 
though a net debtor on capital account, was a creditor on investment income 
account, the difference arising from differences in yields. Australia was a 
net debtor in 1950, but less so than in 1938; the Colonies and India both 
showed a huge swing from debtor to creditor status. Conan also offers 
some explanations of post-war policies; while the American study is 
extremely guarded in its commentaries, and more rigidly avoids proposals 
for policy. 

Both books make comparisons with years in the ’thirties, but beyond that 
there is regrettably little discussion of the pre-war world. It would be useful, 
for example, to investigate the trade and payments of the members of the 
present Sterling Area during the ’thirties, to find how the post-war fluctuations 
in their payments compared with the fluctuations of the ’thirties. A full 
study of the post-war Sterling Area must explain both its fluctuations and 
its chronic difficulties; for each of these a pre-war datum is desirable. 
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These two works should do much to correct common misconceptions about 
the causes of Britain’s post-war difficulties. At Washington in 1945 the 
Anglo-American negotiators anticipated difficulties because of loss of exports, 
of shipping and of investments, and because of increase in overseas debt. 
In fact, post-war balance of payments difficulties cannot primarily be laid at 
the door of any of these causes. But they have played some part: the huge 
post-war increase in exports, for example, has had its costs, in increasing 
inflationary pressure; and the sterling balances, though not expensive to 
service, have been a fertile source of instability and strain. These indirect 
influences have perhaps been more important than Conan _ allows. 
Nevertheless, we can fully agree that the biggest single post-war source of 
difficulty was the adverse movement in the terms of trade. Four different 
elements have contributed here: firstly, the rise in the price of British imports 
to a greater extent than the price of her exports; secondly, a tendency for 
investment earnings to be sticky in terms of money; thirdly, the tendency for 
certain important Sterling Area raw materials to rise less in price than non- 
sterling materials; and fourthly, the failure of the dollar price of gold to rise 
at all. The commodity which closed by far the greater part of the payments 
triangle between Britain, the rest of the Sterling Area, and North America in 
the ’thirties was movement of newly-mined gold; inevitably the consequences 
of inflation in terms of gold prices have been grave. 

It is important to remember, however, that if the terms of trade of the 
overseas Sterling Area had been more favourable, there would have been 
factors at work making Britain’s position subject to more strains, which 
would counteract many of the effects of bigger Sterling Area dollar earnings. 
Britain’s own terms of trade would be rather worse than they have in fact 
been, and Sterling Area primary producers would have been richer, so that 
they would have spent more, partly on dollar goods, and partly on sterling 
goods. The Sterling Area as a whole would have been better off, but it is 
by no means certain that Britain would. 

It is rather easy, in reading these two works, to come to an over-favourable 
judgment of British policy since the war, and to lay the blame for Sterling 
Area difficulties on the other members. Comparison of the restraint in 
import policy in Britain with the increases in imports compared with pre-war 
in most other member countries, and attention to the heavy current account 
deficits of most of the sterling countries in most post-war years, may result in 
too much blame being apportioned to the overseas countries. These countries 
were richer both in income and wealth after the war than they were before, 
making increased imports reasonable enough; particularly this is so in the 
case of poor countries for whom it is somewhat absurd to hold an immense 
amount of wealth (which was acquired, after all, in current commercial 
transactions) in the form of liquid balances abroad. 

Care must be taken in particular with respect to the year 1949, when 
Britain had a small current surplus, and the overseas Sterling Area a con- 
siderable current deficit. It cannot reasonably be argued from this, as seems 
attractively easy, that Britain’s position in 1949 was reasonably good, for the 
simple reason that Britain was only able to maintain current account balance 
because of the deficits of the other sterling countries. Britain’s foreign accounts 
could not be said to be in balance in 1949 in any fundamental economic 
sense, because her accounting balance depended on other peoples’ unbalance. 

This leads to questions which lie at the centre of the whole Sterling Area 
system. The members of the Area are a heterogeneous group of debtors and 
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creditors, of ‘ underdeveloped’ and highly developed economies, and of both 
primary producing countries and exporters of manufactured goods. Some- 
thing has already been said about changes in creditor and debtor status; 
Conan’s figures suggest that it will still be a long time before the disturbances 
in this field induced by the war will have been absorbed. As for the primary 
producer and manufacturer dichotomy, he suggests that the extent to which 
the United Kingdom’s economy is interlocked with that of the overseas Sterling 
Area may constitute an element of strength, because ‘“‘ there is a quasi- 
automatic balance of loss and gain between the two sectors in a time of rapid 
change, forces which adversely affect the former being of benefit to the latter ; 
thus, to some extent at least, the payments schedules of the United Kingdom 
- and the overseas sterling area do not develop independently, but, as it were, 
reciprocally ’. To some extent this is necessarily so, as a matter of arithmetic. 
But in its post-war relations with the non-sterling world the Area does not 
seem to have benefited from such compensatory movements. It is possible 
that, before the war, factors which affected one part of the Area adversely 
tended to favour the other part; a case in point is a movement in the terms 
of trade between agriculture and industry. How far such compensation was 
in fact present and effective would be an interesting subject for investigation. 
The fact remains, however, that since the war the years that have been un- 
favourable for the United Kingdom in its balance of payments have also 
tended to be unfavourable for the outer Sterling Area. In the odd-numbered 
years the current account balances of both Britain and the rest of the 
- Sterling Area have tended to be less favourable than in the even-numbered 
years. 

Several reasons can be adduced to explain this parallel movement in the 
current account figures of the two major parts of the Sterling Area, and to 
explain any contrasts there may be with pre-war. -There is little doubt that 
a considerable part of the explanation is the existence of a planning cycle 
common to the whole Sterling Area, because import policies of most member 
countries have largely been influenced by the reserves of the Area as a whole. 
This is, in turn, a reflection of the inadequacy of these reserves and of the 
high levels of sterling balances held by member countries. Lags between 
higher incomes and higher expenditure, which are an important feature of 
primary producing countries, may also help explain why counter action does 
not seem to have been important. Also, the unity of the Area tends to mean 
that if one part is in difficulties, outsiders speculate against the whole of the 
Area. This gives rise to doubt whether it is wise to follow Conan’s recom- 
mendations, and work to increase the unity and cohesion of the Area. 

A reading of these two books will give the reader much food for thought 
on matters such as these and so of the fundamental questions about the nature 
and purpose of the Sterling Area. Neither sets out to answer such questions ; 
but by providing in convenient form much of the factual data upon which 
the answers rest, an extremely useful service has been done. 


A. C. L. Day. 


Activity Analysis of Production and Allocation. Edited by T. C. KOOPMANS. 
John Wiley & Sons Inc., New York. Chapman & Hall Ltd. 1951. 
xiv + 404 pp. $4.50. 36s. 


This book, the latest of the Cowles Commission monographs, presents 
the most complete statement that we have of what is usually called linear 
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programming. It is in fact a collection of papers given at a conference at 
Chicago in 1949, and betrays its origin in spite of careful editing: while 
the individual contributions all centre on one theme (with a few exceptions 
to be mentioned later) it does lack unity of presentation. But its contri- 
bution to economic thought and practice is bound to be large and 
permanent. 

As with other scientific advances, the basic ideas here are simple. An 
activity (or process) is defined by the set of inputs (raw materials, man-hours, 
‘ factors’) and outputs (products) associated with it. Linearity (and with 
it constant returns to scale) in each activity is assumed. A doubling for 
instance of all inputs will double all outputs. If all factors were available 
in unrestricted amounts then clearly a ‘ desirable’ activity could take place 
at any arbitrarily high level. Since, however, factors are scarce, the level 
to which an activity can be carried is limited by factor availability. Generally 
it is possible to think of several activities having the same sort of inputs 
and outputs, while proportions are different. Hence, while it is not possible 
to substitute factors or products (or both) within any one activity, such sub- 
stitution becomes possible by a change from one activity to another. The 
totality of all known activities (potential and actual), together with a statement 
of the amounts available of primary factors and final commodities desired, 
describes an ‘ economy ’, in which interdependence is shown by the possibility 
of several activities using the same factors or producing the same products. 
One cannot, therefore, associate the concept of a production function with 
any one activity but in general only with the whole set of activities. 

While each activity has constant returns, it is an easy matter to introduce 
decreasing returns or increasing costs either because one does reach the 
limit of some real factor or through the introduction of a limiting dummy 
factor. Temporarily increasing returns and indivisibilities raise the same 
difficulty in this presentation of an economy as in traditional presentations. 

For a complete definition of a ‘ programme’ we must have an optimum 
principle (lowest cost, highest returns). The optimum has mathematical 
properties analagous to the properties which characterise general equilibrium 
under perfect competition, viz. the®existence of a set of prices such that (a) 
no profits accrue on those activities which are carried on, while profits of 
all other activities would be negative, (b) the price of any input or output 
which is not limiting (a free factor or surplus product) is zero while other 
prices are positive. This parallel between activitiés with zero or negative 
profits and commodities with zero or positive prices emerges from the mathe- 
matical treatment of this kind of problem; it is illuminating to see how these 
equilibrium properties recur in an analysis more general than the classical 
one. 

It is likely that this approach, apart from its immediate practical use, will 
be helpful in the exposition of the elementary economic theory since its appeal 
to common sense and experience is more immediate than our traditional 
technique. The concepts of scarce goods and of interdependence can be 
demonstrated quite clearly and in less abstract terms than is usually the 
case. It can also be of advantage to reformulate economic problems in 
terms of activity analysis; there is as a rule no loss of generality while one’s 
thinking is clarified. Examples of this are furnished by H. A. Simon’s chapter 
(Chapter XV) on the effects of technological change, or Samuelson’s recent 
article on “‘ Spatial Equilibrium and Linear Programming ”’.1 


1 American Economic Review, June 1952, pp. 283-303. 
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The book is divided into four main sections: ‘ Theory of Programming 
and Allocation” (contributors: M. K. Wood, G. B. Dantzig, T. C. Koop- 
mans, N. Georgescu-Roegen, H. M. Smith, P. A. Samuelson, K. J. Arrow) ; 
** Applications of Allocation Models” (contributors : C. Hildreth, S. Reiter, 
M. K. Wood, M. A. Geisler, T. C. Koopmans, H. A. Simon, O. Morgen- 
stern); ‘* Mathematical Properties of Convex Sets’? (contributors: D. 
Gale, M. Gerstenhaber, H. W. Kuhn, A. W. Tucker, G. B. Dantzig); 
“Problems of Computation” (contributors: G. B. Dantzig, R. Dorfman, 
G. W. Brown, T. C. Koopmans). The chapters vary in difficulty; 
one might have liked to have the mathematics at the beginning, since 
without it some chapters in the first section are almost impossible 
to follow. There are also some chapters which are not germane to the 
central topic of the book (e.g. Chapters V, XVI). Some chapters in the 
“* Applications ”’ part should have been either expanded or omitted (Chapters 
XII, XID. The last part on computational problems is of course important 
since as a rule computation is the costliest part of any actual investigation. 
(It may be remarked that the treatment here is not wholly satisfactory since 
(e.g. Chapter XXII) obvious and important shortcuts are not even mentioned). 

While this book is not altogether easy to read, the economist will find it 
worth his while to allocate some of his scarce resources to the acquisition 
of the basic ideas and techniques. Moreover, it is not only the economist 
to whom linear programming can be useful: it may indeed provide a starting 
point for team-work by practitioners of many arts. G. Morton. 


Banking in the British Commonwealth. Edited by R. S. SAyERs. Oxford 
University Press. 1952. xviii + 486 pp. 35s. 


This authoritative volume results from the collaboration of eight con- 
tributors, under the editorship of Professor R. S. Sayers. Apart from pro- 
viding a short introduction, Professor Sayers has acted as non-playing captain, 
but his close personal association with the members of his team (six of whom 
are or have been either his colleagues or his pupils at the London School of 
Economics) has resulted in a remarkable unity of approach and evenness of 
quality. 

J. S. G. Wilson has the longest innings: indeed, his five chapters on 
Australia, India and Pakistan account for more than half of the book. G. S. 
Dorrance and A. C. L. Day each contribute two chapters, on Canada and 
South Africa respectively. Chapters on Ireland, New Zealand, and Ceylon 
are contributed by G. A. Duncan, C. G. F. Simkin, and H. A. de S. 
Gunasekera. Finally, there are two chapters covering rather wider fields, 
one by W. T. Newlyn on the Colonial Empire and the other by Paul Bareau 
on the Sterling Area. 

Professor Sayers and his team have set themselves a task which goes far 
beyond bringing up to date Professor Plumptre’s pioneering work on Central 
Banking in the British Dominions, for they have interested themselves in all 
kinds of commercial banking as well as in central banking. This has meant 
much more than introducing us to the Dominion equivalents of the U.K. joint 
stock banks. We are also introduced to local commercial banks, to rural 
credit institutions, to co-operative banks, to the I.C.F.C.s overseas relations, 
to stock exchanges, insurance companies and investment houses. In particular, 
it is impossible to praise too highly the results of Mr. Wilson’s field work 
among the indigenous bankers of India and Pakistan. From him we learn 


178 ECONOMICA [MAY 


(almost certainly for the first time) about the rdle of the ‘ hundi’, or inland 
bill, distinguishing between the ‘demand hundi’ and the true ‘ hundi’ or 
‘ poorja ’, about the ‘ shroff ’, who is a kind of acceptance banker, about the 
Multanis, Marwaris, Natukottai Chettis, and Kalladkurchi Brahmins. One 
feels that the resources of the Houblon-Norman Fund can never have been 
more profitably employed than in financing Mr. Wilson’s fruitful expedition. 

The very broad field which Professor Sayers selected for consideration has 
enabled us to have another special treat in Mr. Newlyn’s chapter on the Colonial 
Empire, where monetary arrangements are so different from those in the Domin- 
ions. The Colonies, though not completely terra incognita to the student of 
banking, have not hitherto received the special attention they deserve, but Mr. 
Newlyn’s excellent contribution more than makes up for past deficiencies. 

It would be inappropriate to expect any well defined general theme in a 
book whose greatest merit is that it does not attempt to impose order and 
uniformity where none exists. Nevertheless, a theme of sorts does recur 
from time to time, in that in most parts of the Commonwealth the history of 
banking has to an important extent been the story of the adaptation of 
English institutions to new environments. In no part of the Commonwealth 
is there a bill market comparable with Lombard Street. Bond markets are 
in most cases narrow, or even non-existent. How, in such circumstances, 
can a central bank control the volume of credit? Nor are the commercial 
banks without their peculiar problems. There was, and in some places 
(mainly the Colonies) still is, an insufficiency of local assets of a kind which 
a bank can prudently hold, and this is especially true of liquid assets. Hence 
banks may have to accept an unwanted exchange risk on their uncovered ~ 
local liabilities. To deal with these and other peculiarities of their environ- 
ments, the countries of the Commonwealth have developed, and are still 
developing, new techniques and expedients, which Professor Sayers’ team 
constantly find it necessary to describe and criticise. 

Their work has been done so well that the only blemishes I have to note 
are rather trifling: Mr. Wilson’s fascinating story about the use of bills 
in India’s foreign trade (pp. 152-54) makes so few concessions to the unin- 
formed reader that I for one got out of my depth. Mr. Dorrance’s very 
scholarly contribution on Canada contains, I believe, a logical error on 
p. 128: the Canadian banks would surely not be “‘ faced with the possibility 
of loss on conversion of their assets into Canadian funds” in circumstances 
when the risk was that “‘ the Canadian dollar would be depressed ’—rather 
they would stand to make a gain. Lastly, two tables seem to have gone 
adrift: I cannot find the consolidated version of the South African com- 
mercial banks’ Quarterly Statement, referred to on p. 365, and the Table 3 
referred to in the text on p. 431 seems to bear no relation to the Table 3 
which appears on p. 435. 

Banking in the British Commonwealth is a most outstanding book, which 

‘no student of banking can afford to miss. 
BRIAN TEW. 


Einfuhrung in die Wirtschaftstheorie: Teil Ill. Geld, Kredit, Volkseinkommen 
und Beschdaftigung. By ERicH SCHNEIDER. J. C. B. Mohr (Paul 
Siebeck), Tiibingen. 1952. vi+ 220 pp. Dm.14. 

Professor Schneider’s work on price theory is well known to Anglo-Saxon 
readers and the publication of an English translation of Part II of this 
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introduction to economic theory has already confirmed the view that he is 
in the forefront of Continental economists. Now Part III of the work has 
appeared and is concerned with macro-economics. 

The lay-out of the work both in regard to subject-matter and analytical 
development is admirable. After two lengthy chapters on credit structure and 
the banking system, best described as a more formal version of the balance- 
sheet approach found in modern banking literature, Schneider takes the student 
step by step through the modern theory of income determination. It is a 
thoroughly creditable performance. He avoids some of the pitfalls concerned 
with macro-economic concepts by being honest about the problem of aggre- 
gation; for instance, he states clearly the assumptions regarding prices in the 
discussion of the consumption function. The explanation of the multiplier is 
not quite so effective. It may seem to British readers to be rather over-elaborate 
and cagey, but it must be remembered that the German writer who as much 
as mentions the “ Multiplikator ” is faced with a diplomatic problem if he 
wishes his work to be acceptable to many supporters of the more traditional 
German schools of thought. A feature, too, of this part of the work is the 
historical digression on the work of Johannsen who formulated a version 
of the multiplier theorem similar to that of Kahn as early as 1903. While 
Schneider’s exposition is based to a large degree on Anglo-Saxon literature, 
the reader is also shown the variants of the modern macro-economic theory 
developed in Germany and Scandinavia during the war. The names of Carl 
Fohl and Tord Palander deserve to be better known outside Continental 
Europe. 

In a sense the strong emphasis on abstraction which gives the work its 
clarity in exposition also indicates its deficiency. The student will not find 
any satisfactory applications of the tools of analysis to actual economies. 
Thus the excellent exposition on the inflationary gap is developed without 
reference to the actual process of estimation carried out in some economies. 
This is altogether surprising in view of the emphasis in Part I of the volume 
(which has not been translated) on social accounting. To say the work 
is deficient is rather to say that the student should supplement it with works 
on applied economics and is not to question its merits as a work on theory. 
But there is one omission in the analysis which it is hoped Professor Schneider 
will rectify in a fourth volume. This is the integration of international 
economics with macro-theory. 

ALAN T, PEACOCK. 


Capital Development in Steel. A Study of The United Steel Companies Ltd. 
By P. W. S. ANDREWS and ELIZABETH BRUNNER. Basil Blackwell, 
Oxford. 1951. x+ 374pp. 30s. 


The grossly oversimplified statement of capital investment theory set out 
in the first chapter of this book might well induce a reader to forgo the 
perusal of a study which aims at undermining such mirage-like erections. If 
the reader perseveres to the end he is likely to feel that the tentative con- 
clusions set out therein hardly merit the effort involved. He had not supposed 
that ‘* the availability of cash resources, in relation to the demand for them ” 
was not an important factor in investment decisions, or that estimates of 
earnings from particular investment projects were precisely calculable, free 
from uncertainty and confined to those directly attributable to the project 
under consideration. ‘‘ The traditional type of theoretical model ”’ has not 
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made it difficult for him to accept the notion that “ capital expenditure should 
be . . . described as involving large discreet ‘ doses’ in any particular line 
of investment, so that marginal productivities [of different investment 
projects], in fact, might vary considerably ”’. 

As a positive contribution to empirical knowledge the book, is disappointing. 
Its main chapters are largely devoted to comprehensive lists of projects under- 
taken in the various branches of The United Steel Companies Ltd. in a series 
of periods, with almost no discussion of the factors which have been important 
in determining their acceptance (except for social considerations in Cumber- 
land) until we arrive at Chapter VIII. Even here we learn more of the for- 
malities influencing the levels at which decisions are taken and the procedure 
to be followed, than of the actual decisions themselves. We find, for instance, 
that for certain types of expenditure, estimates of earnings are important, 
and that in such cases 20 per cent gross earnings (or more if obsolescence 
risks are high) on total proposed outlay would be the minimum which manage- 
ment would accept as justifying a proposal solely on account of its earnings. 
But we are not told the basis upon which such a figure was estimated in 
the first place. Nor are we told how the actual choice between various 
proposals reaching this minimum figure, which has remained unchanged during 
the whole period, is made. 

The reader does gain some idea of the interdependence of investment 
projects, of the unreality of a rigid distinction between maintenance, replace- 
ment and new development and of the uncertainty of future results where 
investments take so long to come to fruition. He could have learnt this 
much, and might have learnt much more, if he had been presented with a 
more intensive study of the progress of a few investment projects from the 
origination of the idea to the final acceptance of the concrete project, while 
the acquisition of such knowledge would have been made much less difficult. 


JULIA M. Hoop. 


Management Controls in Industrial Research Organizations. By ROBERT N. 
ANTHONY. Harvard Graduate School of Business Administration, 
Boston. Bailey Bros. & Swinfen Ltd. 1952. xviii+ 538 pp. $6.75. 54s. 


This book is primarily addressed to managers of industrial research labora- 
tories whose function is to see that the objectives defined by higher authority 
are pursued with maximum efficiency. It records and analyses the methods 
used in the United States, the information being obtained mainly by means 
of questionnaires addressed to 446 firms, small and large, who employ not 
fewer than fifteen persons in their research department, supplemented by 
personal discussion with representatives of the firms and with members of 
their staffs. The primary purpose of the book is to give a picture of current 
practice rather than to show which methods and procedures are best. Comment 
when made is sensible and to the point but for the most part the reader is 
left to draw his own conclusions. The author does, however, devote one 
chapter to summarising the control practices which in his opinion characterise 
a well managed laboratory. 

Professor Anthony has collected a vast amount of information which is 
presented in an orderly and readable fashion. The practice of four typical 
industrial firms is described in detail. There are more than seventy tables, 
charts-and diagrams. It is impossible in a short review to do more than 
mention a few of the subjects covered; these include personnel questions, 
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the organisation of a laboratory, supply and other service departments, costing, 
the control of expenditure, and methods of assessing performance. The 
reader with experience of research management will not find many ideas 
which are new to him, but he will find topics with which he is already familiar 
arranged and discussed in a systematic and constructive way. Research 
managers can with advantage use the various chapters of the book as yard- 
sticks for judging the effectiveness of their own departmental arrangements. 
Senior executives without personal experience of research may find the 
sections dealing with the temperament and outlook of research men of 
interest and value. 

The book is essentially concerned with the tactics of research management ; 
its higher strategy is deliberately ignored. Such topics as the choice of research 
objectives, the numbers of research personnel, the scale of operation, and the 
total annual expenditure appropriate to a given company are for the most 
part avoided, or if mentioned at all, are touched on lightly. The author 
assumes that the directors of the company will decide such matters and that 
it is the job of research management to implement such decisions, not to 
make them. Nevertheless, if Professor Anthony could in due course 
produce an equally capable volume devoted to these more general issues he 
would be conferring a considerable benefit on industrial research. 


R. M. WINTER. 


The Transportation Industries, 1889-1946. A Study of Output, Employment 
and Productivity. By H. BARGER. National Bureau of Economic 
Research, New York. 1951. xvi+ 284 pp. $4. 


The purpose of this volume in the National Bureau’s series is to compile 
index numbers of output, employment and productivity for individual 
transportation industries and for the transportation industry as a whole. 
It examines long-term trends and supplements an earlier study by Mr. Hultgren 
which is on cyclical fluctuations. Although American statistics on the subject 
were already abundant, the volume under review contains a great deal of 
new material, especially in the field of waterways, though certain gaps, of 
an obvious nature, remain. 

The last sixty years had witnessed a tremendous expansion in the American 
transportation industry : passenger transportation grew faster than popu- 
lation and freight transportation faster than even commodity output. The 
average American took 33 trips by tram or bus in 1889, as many as 104 in ° 
1929 and 136 in 1946. He travelled by railroad 195 miles in 1889, by railroad, 
inter-city buses and domestic airlines 312 miles in 1929, and a phenomenal 
697 miles in 1946. The transportation industry carried a freight of 2,140 
ton-miles for each American in 1889, 7,800 ton-miles in 1929, and 10,120 
ton-miles in 1946; this implies a doubling of ton-miles in relation to 
commodity output between 1889 and 1920, but not much change in the 
relationship since then. 

But progress was not at all even: most of the expansion occurred before 
1920 and passenger transport was declining between 1920 and 1939. It is 
too early to come to any conclusion as regards trends since 1939 as 1946 
was an exceptional year and, unfortunately, no figures are given for later 
years. In 1946, as also in 1920, transportation, especially of passengers, 
reached a temporary peak as the result of conversion to a peace economy and, 
in 1946, of the shortage of private motor cars. 
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The most important development in the transportation field has been, 
however, the spread of the private motor car. Already in 1920, about eight 
million cars were registered and by 1938 only about one-eighth of the total 
passenger-miles travelled was in vehicles belonging to the transportation 
industry, the rest in private motor cars. Quantitatively less significant is the 
shift to freight transport in farmers’, manufacturers’ and traders’ own road 
vehicles, which are outside the scope of the transportation industry; the value 
of freight transported between cities in own road vehicles, ignoring local 
traffic, may have come to about one-fifth of freight revenue in 1939 (which 
is more relevant for comparison than ton-miles). 

The main defect of Mr. Barger’s book is the unevenness in its supply of 
information but the fault lies with the nature of the data rather than with 
the author. There are individual chapters on railroads (well documented in 
all countries), electric railways (known here as trams), pipelines, waterways 
and airlines—respectively 49, 11, 4, 26 and 10 pages—but not on road trans- 
port. The general chapter does include series on buses and the road haulage 
industry, but the discussion of the transportation industries as a whole is 
repetitively qualified with reference to the missing items, the private motor 
car and road vehicles outside the haulage industry. It is also difficult to 
see the significance of including American-flag ocean shipping but not foreign 
ships entering American ports. 

It was not within Mr. Barger’s terms of reference to explain the economic 
causes of the rise of the transport industry but, in the absence of such an 
explanation, the reader is likely to be left unsatisfied. With all its progress, 
the share of the industry in national income fell from 8.6 per cent. in 1889 
to 5.5 per cent. in 1949, implying a long-term fall in the relative price of trans- 
port, contrary to the popular belief that the price of ‘ services’ rises in the 
long run in relation to the price of ‘commodities’. Part of the explanation 
lies in the fast rise of output per worker which, at 2.2 per cent. per annum 
between 1889 and 1939, exceeded that in manufacturing (1.8 per cent.). 
Productivity doubled from 1889 to 1920, trebled by 1939 and quadrupled by 
1946. Employment reached its all-time peak in 1920. 

The characteristic form of progress has been not so much the perfection 
of any given means of transport but rather the substitution of one means 
of transport for another; as rail transport supplanted water and road 100 years 
ago, in due course rail lost to road, and more recently to pipeline and air 
transport. But with the general growth of the industry and important inven- 
tions (e.g. electric traction), the old forms of transport declined in relative 
rather than in absolute terms. All this is suggested by the figures but nowhere 
discussed in a systematic fashion, in spite of the relatively lengthy text. 


T. BARNA. 


An Introduction to Economic Analysis. By J. K. EASTHAM. English 
Universities Press. 1950. viii+ 392 pp. 15s. 


Mr. Eastham’s aim was to give as concise an account of currently estab- 
lished theory as is possible at an elementary level. The result is a compre- 
hensive textbook which covers all the main topics in micro- and macro- 
economics. My experience in using this book for the Part I, B.Sc. (Econ.) 
Course in Economic Principles, is that students like it, though their preference 
for it seems to increase as the examination approaches. 

“However, one is loath to recommend it as the sole textbook for such a 
course, for four reasons. First, the quality of the book is uneven. The 


1953] BOOK REVIEWS 183 


chapters, e.g., on “Supply and Demand” and on “Prices of Factors of 
Production ” are admirable, both in their content and in their clarity. On 
the other hand, the treatment of Economic Rent (ch. XII) is too much in- 
fluenced by the historical development of thought on this topic; as a result, 
the formal identity between Economic Rent and what the author calls the 
“hyphenated rents ’’, remains obscure. This is not unrelated to the virtual 
absence of any adequate treatment of the long run and the short run. 
Secondly, ‘the treatment of the subject leans to the mathematical rather 
than to the literary tradition in economics ’’. Even though in the main body 
of the book, “ there is no mathematical proposition unfamiliar to anyone 
who has reached a modest level of school algebra and geometry ”’, this 
means that the book is not every student’s choice. The mathematics are 
most frequently used to register the steps in a verbal argument, or as a language 
into which conclusions, otherwise arrived at, are translated. If the author 
had made greater use of arithmetic illustration, as, e.g., does Boulding, these 
prejudices might have been largely overcome. Thirdly, the book proceeds 
by the method of successive approximation, but the necessity for, and value 
of, this approach, is nowhere treated explicitly. Unfortunately, in teaching 
economics, it is impossible to insulate the students from economic experience: 
they inevitably question the usefulness of the different tools of analysis. 
This criticism can partially be overcome by suggesting how particular pieces 
of the apparatus can be used to unravel particular problems. It can only be 
disarmed, however, by convincing students that every economic problem 
involves a multiplicity of variables; that to solve particular problems, almost 
all these must be given unrealistic values (as, e.g., in analysing the workings 
of a freely-operating price-mechanism, the variables knowledge, numbers of 
competitors and buyers, etc., are given the markedly unrealistic values 
that we summarise in the term “ perfect competition”); and that as the 
questions the theorist asks become more and more specific, more and more 
realistic values must be given to these relevant variables (as, e.g., in analysing 
market forms like monopoly, or oligopoly, or in attempting to explain the 
practice of “ average-cost pricing’). Fourthly, Mr. Eastham seems to 
have sacrificed style to clarity. The clarity of the exposition reduces the 
difficulties of comprehension; but the price paid, I fear, is a dampening of the 
student’s enthusiasm. 

The purport of the above, however, is merely that this is not my ideal 
textbook—but then there are as many ideal textbooks as there are academic 
economists. This book has solid worth. It can be recommended as the 
main textbook provided the teacher supplements it, where required, with 
recommended readings from other books. Mr. Eastham is to be congratulated 
on giving us a reasonably comprehensive textbook which, unlike many of its 
transatlantic competitors, is portable. Together with his publishers he 
deserves congratulation for giving us the best box of economic tools that 
can now be purchased for fifteen shillings. 

W. J. L. RYAN. 


The School of Salamanca. Readings in Spanish Monetary Theory 1544-1605. 
By Marjoriz GRICE-HUTCHINSON. Oxford, at the Clarendon Press. 
1952. xii+ 131 pp. 12s. 6d. 

Miss Marjorie Grice-Hutchinson offers a good deal more than the 

** Readings” in her sub-title—in fact, well over half of her book consists 
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of her own treatment of the intellectual and economic atmosphere of 16th- 
century Spain. The new American treasure was operating on the domestic 
price level and the machinery of elaborate exchange transactions was rapidly 
developing. New rules of commercial morality were needed: prices were 
no longer obviously just or unjust, and the conveyance of large sums of 
money over time and space confused the doctrine of usury. Through the 
confessional the Church learned that men were baffled and frustrated by doc- 
trines no longer applicable. The challenge, funked by the Doctors of Paris, 
reached the Schoolmen of Salamanca, and minds rooted in the immutable 
abstractions of theological discourse were addressed to the problems of the 
market-place. The scholastic tradition, rapidly expiring in most of Europe, 
was at its height in Spain. Of course, their thinking was couched in the most: 
general categories, for only by such means could they find the lost key to 
universal commercial morality. The author makes no dogmatic claims of 
priority (though Bodin is forestalled by 12 years) but it is clear that the 
Schoolmen of Salamanca deserve a place of some distinction for three main 
conceptions: a formulation of a psychological theory of value, a quantity 
theory of money, and a foreign-exchange theory on purchasing power parity 
lines. An interesting attempt is made to trace the subjectivist theory of value 
from Salamanca to modern times by way of theology, philosophy, and 
jurisprudence. 

Miss Grice-Hutchinson’s invocation of the atmosphere of Salamanca is 
pleasant enough to disarm even those wishing to hasten to the scrutiny of 
propositions. Here we have the picture in the round of a bewildered society 
appealing to its mentors, rather than the history of a concept snipped from 
the fabric of time with the scissors of close definition. But one would like to 
know a little more about the success of these doctrines with their own genera- 
tion—to what degree was the reconciliation of the old and the new successful 
in contemporary eyes ? From the texts the verdict would seem to be, to say 
the least, equivocal. For though the insights which the author discusses are 
present, there is a good deal else besides which reveals misgiving about the 
money economy and unwillingness to allow the pricing process to work itself 
out. This is not the kind of book that will greatly hasten the perfection of 
monetary theory, but it illuminates a neglected but significant chapter in 
monetary thought as a social and historical process. 

S. G. CHECKLAND. 


The Malthusian Controversy. By KENNETH SMITH. Routledge & Kegan 
Paul. 1951. vii+ 350 pp. 30s. 


Dr. Smith has divided his work into four books. The first deals with the 
numerous predecessors (who, jointly and severally, had pretty completely 
stated most of the Malthusian doctrine long before 1798), and also with the 
launching of the first and second editions of Malthus’s Essay. The second 
and largest book summarises the main criticisms between: 1803 and Malthus’s 
death in 1834, along with his replies. In the third book, Dr. Smith gives his 
own weighing up of the arguments of Malthus and his critics, coming down 
fairly consistently on the side of the latter. The fourth book discusses rather 
cursorily the application of the Malthusian doctrine in contemporary debates 
about Human Perfectibility, Wages, the Poor Laws, Emigration, and Birth 
Control. 

The second book is especially valuable. Dr. Smith’s list of critics follows 
Haney’s ‘“‘ Note on the English Controversies concerning the Population 
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Question’, in his History of Economic Thought. Dr. Smith makes the 
interesting addition of Charles Hall and omits Robert Dale Owen’s work on 
Moral Physiology. 

Dr. Smith shows how sensible and acute were the arguments of many of 
Malthus’s critics, especially perhaps Ravenstone, Sadler, and Lloyd (of 
marginal utility fame). He suggests how much more correct than Malthus’s 
seem to have been their notions as to what was to be the solution for 19th- 
century Britain of the problem of population increase and living standards. 
However, it has always been extraordinarily difficult to do a fairly balanced 
and dispassionate justice to Malthus and his arguments. One of the reasons 
for this is, as Dr. Smith complains, Malthus’s ‘“‘ constant shifting of the 
argument at all stages of the controversy [which] makes it so difficult to 
assess’. Dr. Smith rightly emphasises Malthus’s exquisitely ambiguous 
use of the word ‘“‘ tendency ”’, to which Senior and Whateley called attention, 
but which has had some distinguished followers in the history of economic 
thought since Malthus’s day. In fact, in his qualifications to his theory of 
population, Malthus succeeded in combining vagueness and rigidity to a 
remarkable extent. As Hazlitt warned: ‘It should not therefore be the 
object of any one who would set himself to answer Mr. Malthus, so much 
to say that such and such are the real and settled opinions of that author, as 
that such opinions are floating in different parts of his writings, that they 
are floating or fixed in the minds of his readers, and that those opinions 
are not so correct as they might be”’. Perhaps this early warning has a wider 
application in the much controverted field of the classical teachings on 
population and wages. 

One may well condemn some of the sweeping and irresponsible generalisa- 
tions of his first edition, and one can deplore Malthus’s lack of forthright 
clarity at important points in the later editions. One can also emphasise how 
far the 19th-century history of Britain seemed completely to falsify the earlier 
versions of his doctrine—if his doctrine is held to possess any falsifiable 
content at all and not simply to assert that anything may happen. But surely 
Malthus did have some valuable insight into a truth of very wide application, 
and laid some not untimely emphasis upon it. We can perhaps see today how 
very peculiar and local a special case 19th-century Britain in some ways was, 
and a doctrine though requiring excessive qualification as regards that episode, 
might yet contain much truth for 90 per cent. of the world 90 percent. of the time. 

Some readers will feel that in his concluding chapters, Dr. Smith does not 
give Malthus much credit for his basic insight. The treatment in 50 pages 
by Dr. Smith of the applications of Malthus’s doctrine really demands a much 
lengthier separate volume. Certainly Dr. Smith is very rash in his concluding 
reformist-technocratic peroration when he condemns the “irrationality ’’, 
“irrational fears ’’, and “ gloomy forebodings ”’, which “‘ hinder a rational 
approach ’’, by those who feel some worry today about the present rapid 
increase in world population. One wonders whether Dr. Smith would retain 
his optimism unimpaired if he were to spend a year or two in or near the 
poorer quarters of an Indian town, repeating to himself every evening the 
leading vital statistics of the neighbourhood. But the second part of Dr. 
Smith’s work does perform a valuable service, and if some of the concluding 
chapters are in places a little inadequate or unfair, they are always stimulating 
and worth reading. And it certainly is very difficult to be fairly critical, 
without being flabbily complacent, about Malthus’s essays on population. 


T. W. HuTCHISON. 
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The British Co-operative Movement in a Socialist Society. By G. D. H. Cote. 
George Allen & Unwin Ltd. 1951. 168 pp. 12s. 6d. 


Some of the most interesting sections of this highly controversial and very 
disjointed book are those which discuss Professor Cole’s proposals for the 
eventual socialisation of some sectors of the retail trades. Certain categories of 
private enterprise are to be ‘ mutualised’ after the pattern of the retail co- 
operative societies. This will be brought about by State ownership in the first 
instance, the concerns gradually passing into the ownership of their members, 
as capital is acquired from the accumulated dividends and other savings 
of their customers. 

Let us examine the reasons for this proposal. Professor Cole stresses the need 
to economise man-power in every occupation, distribution being singled out 
for special attention because it is the largest user of non-productive workers. 
Elsewhere Professor Cole states that “‘ the existing forms of competition in 
retail trade are duplication run mad and involve not only gross waste of man- 
power and capital resources in the distributive processes themselves, but also 
failure to secure the proper advantages of mass-production of consumers’ 
goods, through the placing of large regular orders and the elimination of 
varieties that are of no benefit to the final buyers ”’. 

In the light of this castigation it is surprising to find that Professor Cole 
barely mentions other possible alleviating measures, notably the abolition of 
resale price maintenance. The particular types of retail outlets selected for his 
treatment are also interesting. The small shopkeeper is to be left more or less 
untouched, although he comprises the overwhelming proportion of retail 
outlets, and on the basis of the previous reasoning on the subject of man- 
power, one might have expected him to be an obvious candidate for replace- 
ment. It is, however, admitted that he serves a useful function, and he is 
merely to be submitted to a tighter regulation of prices and trading margins, 
which will presumably be sufficient to enable him to provide his special 
services. “‘ On the other hand, Socialists can hardly contemplate the indefinite 
continuance of large capitalistic concerns in retail trade”’, although these 
also provide services which have proved to be no less desired by consumers 
(Professor Cole draws attention to the strong competition faced by retail co- 
operative societies in the South of England) and have often grown from 
very small beginnings, largely on the very basis of the price economies made 
possible by limited assortments and standardisation of stock allowing the 
placing of large regular orders. The multiples and chains of department stores 
must be replaced because they are large scale capitalist enterprises, and because 
Professor Cole has “a positive belief in the virtues of the ‘ mutual ’ type of trad- 
ing of which the consumers’ co-operative movement is the existing exemplar ”’. 

Unfortunately the existing methods of competitive growth, the limited 
co-operative capital resources, and the attitude of co-operative leaders and of 
the bulk of their members, make it extremely unlikely that the co-operative 
movement itself will expand sufficiently rapidly or widely. Since the voluntary 
principle (which Professor Cole regards as somewhat outmoded in any case) is 
inadequate for the task, an attempt is to be made to provide a more effective 
spur to ‘ mutualisation’. It is of little consequence that consumers who 
are not co-operative members have shown no active desire to undertake the 
risks of trading or the management functions of which the growth of specialisa- 
tion has relieved them, and have shown no preference, as far as their purchases 
from non-co-operative sources are concerned, for a (perhaps uncertain) future 
dividend rather than a present price reduction. It is necessary to educate 
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“a larger body of active and conscious consumers to take an interest in the 
efficiency of the agencies supplying them with the everyday means of life ”’ ; 
an interest which they are apparently incompetent or unable to display through 
the normal competitive mechanism. In any case the mutuals would have 
“a reasonable chance ”’ if they attracted “‘ a large enough group of interested 
consumers to constitute fair-sized members’ meetings and to supply the quite 
small numbers of ‘ activists’ to serve on committees and to provide enough 
criticism to keep committees and managers up to scratch”. But if a large 
number of the former customers of multiples proved apathetic, and did not 
become shareholders, perhaps even transferring some custom to the remaining 
private sectors of trade, a large part of the capital of the ‘ mutuals’ would 
remain in State hands, and many of the committee members would continue 
to be appointed by central and local government bodies. Much of the 
‘mutual’ attraction of the system would have vanished, though presumably 
any large transfer of trade could be met by further ‘ mutualisation ’ of those 
small traders who may have grown to the minimum qualifying size. 

The majority of the concerns removed from private hands would be re- 
grouped into convenient specialised units within each suitable area, allowing 
some closure of redundant businesses, making it easy for the local ‘ mutuals ’ 
to place mass orders to achieve the full economies of large scale standardised 
production, and simplifying the task of consumers who would have to deal 
with only a small number of new ‘ mutuals’. ‘“ The special cases of the 
Woolworth and Marks and Spencer types of trade”’ are however to be 
operated as national concerns since, in these cases “‘ unified ownership of the 
retail outlets is probably a necessary condition of securing the full economies 
of long runs and standardised production”. This differential treatment 
appears to be based on the factors enumerated as leading to their success, 
but these factors are by no means unique to the examples quoted. 

In the remainder of the book Professor Cole considers the ways in which 
co-operative enterprise, in its various forms, can best be fitted into the 
economic structure of the coming society. He presents a survey of co-operative 
enterprise in different branches of trade and production, and suggests altera- 
tions in organisation, policies and ideals which would enable the co-operative 
movement to take an honourable place in the structure of the new society. 


JuLiA M. Hoop. 


Wesley Clair Mitchell: the Economic Scientist. Edited by ARTHUR F. BURNS. 
National Bureau of Economic Research Inc., New York. 1952. viii+ 
340 pp. $4. 


In editing this volume, Professor Burns must have had two main problems. 
The first would be how best to construct a memorial of an economist and 
his work that will not only do him honour, but will also indicate to those 
who come after what he stood for. The second difficulty would concern 
timing. Wesley Mitchell died in October 1948, and the editor was asked to 
present his colleague and his work to the world now, while his contribution 
is still a formative element. The editor constructs from the material to hand 
a triptych: the first panel presents the man, the second provides three 
appraisals of his work from the ’twenties and ’thirties, and the third comprises 
five recent judgments, all written after his death. 

For the man of action the swing of events provides the biographical theme, 
thinking is a mere commentary upon participation; for the man of thought 
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the emphasis is reversed, and the events of his life, as with Wesley Mitchell, 
are largely the incidentals of an intellectual search. Yet the man himself 
is not irrelevant, especially to “‘ the wiser economist ’’, described by Sir 
Alexander Gray, “‘ to whom the thinker is as interesting as the thought ” 
Though the book is intended to centre primarily upon Mitchell’s scientific 
attainments, we are treated to excellent personal insight. The editor himself 
provides a discussion of Mitchell’s life and career in the round, valuable in 
itself, yet inevitably suffering a little from the repetitions of those who later 
pursue particular themes. But it is Lucy Sprague Mitchell who gives us, in 
a personal sketch written especially for the book, the kind of picture no one 
else could provide. Mrs. Mitchell interweaves her own recollections with 
extracts from her husband’s letters so that the relationship between the kind 
of life he lived and the working of his mind is brought out. We see the young 
Mitchell, though told he could not expect to live more than a year, grasping 
the chance to enter the first class of the University of Chicago. There he met 
J. Laurence Laughlin who, though a chewer upon much old straw, was an 
important instigator of the revolt of Wesley Mitchell against the classics, 
John Dewey who instilled the idea that economics should be a study of 
human behaviour, Jacques Loeb, brilliant student of behaviour at the physio- 
logical and psychological levels, and the stray dog Veblen who by intention 
scouted the pretensions of orthodoxy and by inadvertence helped to cause 
Mitchell to turn to observation. Later we see him as a parent, and in the 
academic milieu, at Chicago, California, Harvard, Columbia, the New 
School, and the National Bureau, discharging his manifold duties as teacher, 
scholar, administrator, temporary civil servant, and promoter of academic 
ventures. There appears as an unintended overtone how much Mitchell, 
like Marshall, owed to the backing of a woman eminent in her own right, 
and one is glad, though not surprised, to learn the extent to which he respected 
and participated in his wife’s career. Two sketches tell, among other things, 
how even he had to struggle to subdue the siren of theory to the rigours of 
observation, and of the way in which bickering and intrigue fled before his 
integrity ; three tributes salute the author of “‘ the greatest contribution to 
economics of our generation ”’ 

In Part II the atmosphere of the memorial address gives way to the more 
astringent inter-war discussion of Mitchell’s approach. Paul Homan, J. M. 
Clark and A. B. Wolfe tell of matters which the hasty admirer of his method 
might think irrelevant or even non-existent: the philosophical background 
of his thought, the problems of values, of scope, and of method. Minds of 
a different cast pass judgment, and one of them at least is even disposed to 
deny to Mitchell the character of “ realist ’’ on the grounds that overmuch 
concern with the frame of economic phenomena may lead to ignorance of 
the processes within the frame. 

Wesley Mitchell struggled throughout life to seize hold of phenomena “ by 
their handles’. In Part III the editor musters five writers who have done this 
with Mitchell, seizing upon him as theorist, naturalist, historian of thought, 
social scientist and counsellor, and as general economist. Milton Friedman 
reminds us that Mitchell did make his own explicit contributions to the theory 
of the subject, but that the ultimate fruits of his speculations are to be found 
in his empirical work. Edwin B. Wilson shows him engrossed in the technical 
problems of how to order his quantitative knowledge. T. W. Hutchison 
discusses his lectures, ‘‘ Types of Economi¢ Theory ”’, which became a famous 
engine of instruction, directed to acquainting his students “with the way in. 
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which economics has developed as part of humanity’s struggle to deal with 
the problems that evolving social life has brought upon us”. Alvin Hansen, 
after expressing doubts about the wisdom of Mitchell’s programme of post- 
poning causal reasoning until our factual grasp is much more perfect, tells 
of his policy positions, fairly explicitly stated in the early ’twenties, but 
increasingly guarded as his researches revealed new complexities. Joseph 
Schumpeter rounds off the book with an article written only a fortnight before 
his own death, in which his mature wisdom is applied to a discussion of 
Mitchell, and their common fate to die still surrounded by fruitful work in 
progress is foreshadowed. 

Professor Burns has produced in this book much more than a collection 
of epitaphs; by a skilful choice of appraisers viewing Mitchell from those 
varying points of view which his career made significant, we see him in the 
thought matrix of his time; doubtless later generations will turn up the 
volume when they come to study appraisers and appraised as mutually 


determining elements in the same gestalt. 
S. G. CHECKLAND. 


Price Indexes and Quality Changes. By ERLAND Vv. HorsTEN. Bokforlaget 
Forum Ab., Stockholm. George Allen & Unwin Ltd. 1952. 
136 pp. 26s. 


This book discusses the theory and practice of measuring over time, by 
means of index numbers, the cost of maintaining a given standard of living. 
Theory of such ‘cost of living’ index numbers has concentrated on three aspects 
which may be roughly identified with weighting; practice has to deal with 
numerous other aspects of which nine are enumerated in the text including 
problems connected with the estimations of price relatives and several arising 
from the actions of governments. The very important contribution made 
by the author of this book relates to neglected problems arising from the 
dynamic nature of economies whereby qualities change and commodities 
appear and disappear over time. The discussion is eminently practical because 
it analyses the Swedish cost-of-living index over three years to December, 1949 
in the light of the discussion. The results of the analysis, reassuring when 
related to food prices, are disturbing when recording other price changes so 
that the author concludes “ the interpretation of price development . . 
constitutes a problem which is of much greater numerical importance than 
the selection and weighting of the items ’’. In other words, theory has not 
been giving attention to those aspects of the subject which most need attention. 

Theory indeed has developed aspects of the subject where logical deductions 
can be utilised and the conclusions have the validity of those of the exact 
sciences. Can the construction of index numbers be reduced to the applica- 
tion of theoretically correct methods and explicit instructions ? The author 
seems to answer this question when he states that ‘‘ no general and fixed rules 
can be given” in determining “‘ whether and to what extent a transfer from 
one variety to another shall be interpreted as a price change. It is unavoidable 
that such judgments imply to a large extent subjective decisions ”’. 

In practice there are two methods of allowing for changes in commodities. 
These might be called respectively the average price method and the splicing 
method. For the average price method a specification is used, for example 
* bone-coloured glazed ware coffee cups and saucers with simple decoration ” 
and the price relative obtained from averages of cup prices fulfilling this 
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specification. For the splicing method, not only is a specification used but 
comparison is only made between prices of identical articles within the speci- 
fication. If the identical article disappears from some shop a transfer is 
made to a new article within the specification, but both quotations are ignored 
in the period of transfer for purposes of calculating the price relative. Both 
methods need ways of dealing with occasions when no price quotations 
within the specification can be obtained, and the average price method can 
be expected to yield different results according to the precision of the specifica- 
tions—two subjects which seem to need further research. 

Until December, 1949, the Swedish index used the splicing method. If, in 
a preceding period of slowly rising prices, the average price method had been 
used the index would have shown a markedly greater rise than it did. In 
an extreme example of coffee sets, the splicing method gave a 16 per cent. 
increase whilst the average price method gave a 62 per cent increase in three 
years. The main reason for such differences is that manufacturers tend to 
introduce price and quality changes together and, in a period of rising prices, 
considerable price increases are often associated with insignificant improve- 
ments in quality. The splicing method conceals such pricé increases whilst 
the average price method conceals the quality improvements, and judgments 
have to be made to assess the importance of each. 

In recent years, cost-of-living index numbers have tended to become more 
complex because more price quotations have been used. These increase 
the coverage of the index numbers and if properly weighted will make the 
index numbers more reliable provided other things remain equal. This book 
implicitly reminds us that other things may not remain equal; that the new 
price quotations are likely to involve commodities whose definitions are 
difficult and of which the specifications are likely to change frequently. It 
may easily be that the improvement in coverage is more than balanced by 
inaccuracies introduced in estimating the new price relatives. 


H. S. BOOKER. 


Statistical Methodology Reviews 1941-1950. Edited by O. K. Buros. 
John Wiley & Sons, Inc., New York. Chapman & Hall Ltd. 1951. 
457 pp. 56s. 


This astonishing book contains excerpts from 842 reviews of 342 books in 
English on statistical methodology published in 112 journals between 1941 
and 1950. It is beautifully printed and produced and, as far as I can see, 
comprehensive and accurate. Cross-reference is made easy by five different 
indices—of periodicals, publishers, titles, names of authors and reviewers 
and subject-matter. 

One’s immediate reaction is to wonder what led Dr. Buros to undertake 
the enormous labour of compiling this volume (as well as its two predecessors). 
He himself provides the explanation, or rather 11 explanations. They are 
worth quoting in full : i 


“ (1) To make students and teachers of statistics more keenly aware of 
the inadequacy of much of what is presented in textbooks and classes 
despite the fact that such statistical techniques are incorrect, inefficient 
and obsolete. 


“(2) To help students, teachers and librarians to select textbooks with 
greater discrimination, 
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(3) To point out to students and teachers the weak and strong points 
of particular books. 

“(4) To assist more advanced students in keeping abreast of modern 
developments in monograph and textbook writing and criticism. 

““(S) To encourage research workers to consider and examine statistical 
methodology books intended for workers in other fields. 


“*(6) To emphasize that there- are marked differences of opinion even 
among the more advanced students of statistical theory in their 
appraisal of a particular book. 


‘**(7) To indicate the vast extension of the fields in which statistical tech- 
niques are being found useful and necessary. 


“*(8) To discourage the writing and publication of stereotyped textbooks 
written by persons ignorant of modern developments in statistical 
theory. 


““(9) To make readily available important and provocative statements 
which, though appearing in book reviews, have considerable value 
entirely apart from a consideration of the book under review. 


“(10) To improve the quality of reviews by stimulating editors to take 
greater pains to choose competent reviewers who have the industry 
and the courage to contribute frankly critical reviews after a careful 
study of the book being reviewed. 


*“(11) To improve the quality of book reviews by stimulating reviewers 
“to take their responsibilities more seriously ’ by refusing to review 
books that they cannot, or will not, appraise, competently and 
honestly.” 


Without examining all these aims, I would say that the value of the book 
lies chiefly in the content of the best reviews reprinted here—some of them 
are of real interest and importance. It is also useful to see in one place what 
several leading experts said about the work of another leading expert (the 
book does not always appeal to the best side of one’s character !). About the 
book as an aid to more discriminating selection of textbooks, I am not so 
enthusiastic. It is dangerous for the student to base his selection on reviews 
and it should be unnecessary for the advanced worker or teacher to do so. 
Whether the book will help to improve reviews I do not know; that it will 
discourage the writing of bad textbooks I very much doubt. 


C. A. Moser. 


Multiple Exchange Rates and Economic Development. By E. R. SCHLESINGER. 
Princeton University Press, New Jersey. Oxford University Press. 
1952. 76 pp. 6s. 6d. 


The purpose of this essay is to consider the usefulness and desirability of 
multiple exchange practices as a way of helping the development of under- 
developed countries. It is suggested that the extensive use of this form of 
exchange control in underdeveloped countries indicates its special value in 
such countries. There are, in fact, many underdeveloped countries which 
have not used these techniques, and post-war experience at least suggests 
that the correlation is not between underdevelopment and the use of these 
practices, so much as between relatively weak administrative machinery in 
the hands of the Government and the attractions of a system of taxes and 
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subsidies which is relatively easy to operate and enforce. It is still less apparent 
that there is high correlation between developing countries (as opposed to 
underdeveloped countries) and the use of multiple exchange rates. 

The analysis is in terms of the effects of multiple exchange rates upon 
imports, on national income, on foreign exchange receipts, and on the geo- 
graphical pattern of trade. Many valid and relevant points are taken; 
nevertheless it is not easy to pick out the fundamental issues, even although 
the analysis is purely in terms of the advantage to the individual country 
operating the system. The central points seem to be that multiple exchange 
rates constitute a tax and subsidy system which may be used to control the 
internal economy, and which may be used to improve the overseas position 
by improving the terms of trade obtainable, or by improving the trade balance. 
If these basic analytical points had been more clearly brought into relief, 
this useful study would have been considerably easier to read and perhaps, 
therefore, more likely to influence policy. 

AACSE. DAY: 


SHORTER NOTICES 


Die Wirtschaftsunionen in ihrer Stellung zu den Nationalwirtschaften und zur 
Weltwirtschaft. Edited by R. ELLERINGMANN, F. GUNNICKER, and 
J. WotFr. Edwin Rung Verlag, Munster. 1951. 256 pp. 


This book contains a number of lectures delivered in 1948-49 at the 
Verwaltungs-und Wirtschaftsakademien in Westphalia, by economists from 
Germany and other countries. They deal with various aspects of the problems 
of European economic union. Professor Schokking discusses Benelux; a 
paper on “ The British Commonwealth and Western European Economic 
Union ”’ is contributed by D. J. Morgan; André Philip discusses the French 
attitude. Other papers deal with general problems of economic union. The 
relation of the U.S.A. to these problems, the significance for. European 
economic co-operation of the Marshall Plan, and the aspect of industriali- 
sation, are among the many topics considered. 


French Inventions of the Eighteenth Century. By Suetpy T. McCtoy. 
University of Kentucky Press. 1952. vii + 205 pp. $4.50. 


The value of histories of inventions rests in the light which they shed on the 
birth of inventions and the circumstances of their development or abortive- 
ness. By this criterion Professor McCloy’s book casts a broad but very 
dim beam. It is a readable and superficial chronicle, covering a field large 
enough for the steam-carriage, the paper-making machine and the mechanical 
duck each to browse amiably and still leave room for many more. But what 
this does not leave room for is any serious examination of such problems 
as the unfruitfulness in industrial application of French 18th century inven- 
tions. 
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Monopoly and Economic Progress 


By J. JEWKES 


I 


In no branch of economics are there at present greater obscurities 
than in that which treats of monopoly. Differences of opinion are not 
confined to topics where judgment must always be exercised—as for 
example whether a monopolistically organised system is good or bad; 
whether monopoly is inevitable or avoidable'; or whether the State 
can play an effective part in restraining monopoly. The controversies 
extend into fields where systematic analysis and measurement might 
have been expected to lead to fairly objective conclusions—whether 
monopoly has been increasing or decreasing in the Western countries,” 
and whether certain practices such as resale price maintenance,* basing 
point price systems‘ or price leadership are consistent with the operation 
of a competitive system. 

It would probably be agreed that a full-scale policy of preventing 
monopoly and maintaining competition necessarily involves extensive 
government intervention in industrial organisation and operation and 
it is obvious that whether the State should try to constrict monopoly 
largely turns upon whether it can do so effectively. This article, however, 
is wholly concerned with a prior question. On what economic grounds 


1 Compare J. K. Galbraith, A Survey of Contemporary Economics, p. 118, “ anti- 
trust laws cannot positively alter the basic structure of a capitalist economy... 
or make satisfactory contact with oligopoly,’’ with W. Eucken, This Unsuccessful 
Age, p. 47, who speaks of “‘ the marked competitive tendency unleashed by modern 
technology which is taking increasing effect the more it develops ”’. 

2 Compare A. R. Burns, Decline of Competition, p. 3, ‘“‘elements of monopoly 
have always been interwoven with competition but the monopoly elements have 
increased in importance. They can no longer be regarded as occasional and rela- 
tively unimportant aberrations from competition. They are such an organic part 
of the industrial system that it is useless to hope that they can be remedied by law 
and the industrial system brought into conformity with the idea of perfect com- 
petition,” with the conclusions of G. J. Stigler. Five Lectures on Economic Problems, 
p. 54, when speaking of American industry, “it is my present judgment that competi- 
tion declined moderately from the Civil War to the end of the nineteenth century 
and thereafter increased moderately’. G. W. Nutter also throws doubt upon the 
view that there has been any significant increase in industrial monopoly in the 
United States since the beginning of the century (The Extent of Enterprise Monopoly 
in the United States 1899-1939). 

? Compare the findings on resale price maintenance of the Report of the Committee 
on Resale Price Maintenance, 1949, and A Statement on Resale Price Maintenance, 
Board of Trade, 1951, with the findings of the Sub-Committee . . . [on] the Principle 
of Fixed Retail Prices, 1920, and of the Committee on Restraint of Trade, 1930. 

4 On the differences of opinion among economists on the basing point price system 
see F. Machlup, The Basing Point System, pp. 49-51. 
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should the State concern itself with the extent of industrial monopoly 
and seek methods to limit it ?4 


II 


It is, of course, not possible to reach final conclusions for or against 
monopoly in industry by examining the issues in strictly economic 
terms since those issues run far beyond the purely economic. In the 
traditional liberal view of society, for instance, the assumption is made 
that there should not be any undue concentration of power in the 
community—even in the hands of the State itself. Only through a 
wide diffusion of power, it is thought, arising out of the existence of 
property rights and expressing itself through the rich and varied forms 
of voluntary co-operation, can the social dangers of concentration be 
avoided. For if power coagulates then we are confronted either with 
collectivism, in which the State may be forced to take enormous powers 
to suppress the threat of rival groups, or syndicalism, in which powerful 
pressure groups struggle for supremacy with the State standing helplessly 
by.2. This view of society carries with it the implication that, even if 
there were real economic losses in preventing the kind of industrial 
concentration that is associated with monopoly, the losses should 
be accepted in order to safeguard other more important social 
values. 

Even when the subject is approached from the economic angle the 
conclusions can never be cut and dried. For there are certain circum- 
stances and conditions in which there would be general agreement that 
goods or services can best be supplied under monopolistic control. 
Few would now suggest that competing supplies of gas, of water or of 
electricity should be available in any one district although a strong case 
for competition between gas and electricity for heating and power can 
be made. Many of those who accept the liberal conception of the 
organisation of industry might argue for a monopoly in the control of 
railways whilst at the same time advocating the virtues of competition 
between railways and other forms of transport by road, sea or air. In 
the spectacular case of the development of atomic energy a monopoly 
by the State would be considered the only possibility for much of the 
most important work, although private enterprise may in future play 
a large role in the peacetime uses of the fundamental discoveries. These 


1 In the White Paper, Employment Policy, of 1944, which is usually taken as record- 
ing an important change in the attitude of the British Government towards monopoly, 
stress was laid upon the value of monopoly control as an integral part of a policy 
of maintaining a high and stable level of employment (paragraph 41). But, unless 
it is argued that the British economy after 1945 was a competitive system, experience 
since the end of the war suggests that full employment and extensive industrial 
monopoly can exist together. It is, however, open for anyone to argue that, because 
of the monopolist elements in British industry after the war, a higher degree of 
inflation was required to maintain full employment than would otherwise have 
been needed. 

2 M. Oakshott, “‘ Political Economy of Freedom’, Cambridge Journal, 1949. 
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are all fairly straightforward cases ; there is also a marginal group 
of cases where doubts might well arise as to the virtues of monopoly, 
such as large-scale schemes of economic development of the Tennessee 
Valley Authority type. 

The grounds upon which monopoly is almost universally accepted 
in some cases have been much examined and are familiar. In one group 
of cases there is a public need which obviously will not be met by 
private enterprise because it would not yield a profit since the individual 
beneficiaries are not prepared to offer a sufficiently high price. An 
illustration is that of the Tennessee Valley Authority, the fundamental 
aim of which was to control floods over a wide area by methods which 
would not have been adopted under normal market operations. Ina 
second group of cases a service may well be able to pay its way, a 
profitable price may be exacted for it, but for any one of a number 
of reasons monopoly supply will probably be more efficient than 
competitive and, the virtues of monopoly once accepted, the State has 
special responsibilities for safeguarding the consumer against monopoly 
power. This is true of the supply of gas or electricity. A third group 
of cases occurs where an industry or service would not, at least in the 
short period, yield a profit in the commercial sense but where it is 
considered, on grounds of national security, that the industry should 
exist. An illustration is the development of atomic energy. Another 
group is found where some new technique would appear to hold out 
prospects of fruitful exploitation but only over such a long period 
that the private investor and entrepreneur cannot be expected to take 
the risks. Although other elements are found here, civil aviation 
would appear to provide an illustration. Civil aviation has always 
appeared to contain the potentialities of vast general economic benefits 
but it has rarely, if ever, in the past proved profitable. Governments 
have, therefore, been disposed to subsidise it heavily and to impose 
monopoly control along with financial support, presumably on the 
grounds that there are some long-period risks which private enterprise 
will not handle but in which public risk taking is legitimate. 

All these instances, however, are peripheral to the present topic; 
they still leave the greater part of industrial activity untouched. Is 
monopoly or competition the best system under which to produce the 
vast range of goods and services where either monopoly or competition 
is clearly feasible ? 


III 


The older writings on the subject of monopoly do not take us very 
far. These commonly attributed standard evils to monopolies: high 
prices, extortionate profits, predatory activities designed to destroy or 


1 Tt should not be overlooked that activities which have traditionally been turned 
over to monopoly control may subsequently become proper subjects for competitive 
operation. An interesting case is the appearance of the new turn-pike roads in 


the United States. 
Al 
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frighten away weaker competitors, the suppression of existing patents 
or of improvements which would upset current practices and capital 
values, the use of political power to influence the legislature. Now, 
whatever may have been true of the past, it would be extremely difficult 
to prove that these are necessarily the defects of present-day mono- 
polists. Those who hold monopoly power are as conscious as anyone 
else of the charges normally brought against them and they may be at 
pains to avoid anything which would justify suspicions and arouse 
public disapproval. It may, for instance, be true that monopolists 
charge too low prices rather than too high—indeed, the allegation 
that the monopolist introduces rigidity into prices is, in part, an asser- 
tion that in periods of boom he does not charge high enough prices. 
It would not be easy to prove that monopolists earn unreasonable profits, 
for, apart from the fact that they are extremely sensitive to the danger 
of incurring public odium in this way, the definition of what con- 
stitutes reasonable profits is itself a matter of judgment. Many 
monopolists, far from engaging in predatory activities, might more 
properly be charged with the very opposite—that they are too prone 
to apply the rule of ‘live and let live’; that they too easily accept 
the doctrine of providing fair shares in the market for all; that they do 
not press their advantages vigorously enough. And certainly at the 
present time when any businessman, who is alleged to be a monopolist, 
instinctively appears to take the defensive not by claiming that monopoly 
is a superior form of organisation but by denying that monopoly exists, 
it appears highly doubtful whether he would regard it as wise to 
use his powers to influence or corrupt legislative bodies, most of 
whom in the Western world have declared themselves opposed to 
monopoly... 

One instance of the kind of defence which an organisation, undoubtedly 
exercising a substantial control of the market, may offer when con- 
fronted with the traditional charges is provided in one of the reports 
of the British Monopolies Commission.? In the British electric lamp 
industry the Commission reached conclusions which were not substan- 
tially in dispute. A group of firms in the Electric Lamp Manufacturers’ 
Association controlled, directly or through other companies owned 
by them, 73 per cent. of the total output of filament lamps and 62 per 
cent. of discharge lamps. The group fixed prices, so that there was 
no price competition between them; they fixed output percentages 
and any firm exceeding its percentage paid a fine. Most of the important 
patents in the industry were controlled by the group. Most of the 
bulbs and caps for the whole industry were produced by two members 
of the group. The group maintained a system of retail price main- 
tenance and a system of exclusive agreements with wholesalers and of 

1 Jt is interesting to notice that in the defence put up by the Electric Lamp Manu- 
facturers’ Association before the Monopolies Commission they had “‘ never contem- 
plated any kind of closed shop,” partly for ‘‘ political reasons ”’. 


* The Monopolies and Restrictive Practices Commission, Report on the Supply 
of Electric Lamps, 1951. 
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discounts to those retailers agreeing not to sell the lamps of independent 
manufacturers. Such was the actual position as the Commission found 
it. The earlier activities of the Association had been even more restric- 
tive. Until the war the group operated under an agreement designed 
to force independents into the ring by controlling materials and by 
patent litigation; their patent licensing system was extremely restrictive ; 
there were no provisions for the amendment of sales quotas; upper 
limits were fixed to the life of some lamps; fighting companies were 
created to attack independent manufacturers. In brief, practically 
all the methods and institutions of monopoly could be found in 
this case. 

Now the defence, and it was formidable, made of this organisation 
was simply that none of the alleged evils of monopoly had arisen from 
it. Its prices were reasonable—reasonable in the sense of being lower 
than before the war and lower than in any other country outside the 
United States. Its profits could not be considered excessive. It had 
shown itself to be technically efficient and highly alive to the importance 
of research. A good deal of competition had, in fact, made itself 
evident in the industry, particularly in the manufacture of discharge 
lamps. Finally, the pre-war predatory activities of running fighting 
companies, restricting the licensing of patents and forcing independents 
into the ring had been discontinued. 

Doubtless other cases could be found where serious restrictive prac- 
tices were deliberately and persistently pursued. The Monopolies 
Commission appears to have turned up one such case in the match 
industry.” But the evidence tendered to us so far by the Commission 
suggests such cases are not likely to be numerous. If, then, monopoly 
can usually be shown not to produce the evils traditionally associated 
with it, on what grounds can it be challenged ? 


IV 


The formal, analytical grounds upon which monopoly has up to 
now been criticised or condemned have little relevance for practical 
policy. To show that, in static conditions, prices will be higher or 
output lower under monopoly of one degree or another, than under 
an idealised state of perfect competition does not help in exercising 
judgments about a dynamic economy. For this scheme of thought is 
not related to the real world, it misses out “ the kind of competition 
that matters’. It achieves finality of conclusion only at the expense 
of practical content. 

The analytical treatment of dynamic conditions may, perhaps, some 
day be created. But in the meantime, mainly as a result of recent 

1 This is quite apart from some extraordinary arguments employed by the 
E.L.M.A. in an effort to prove that what they were doing constituted competition. 
See Chapter 16 of the Report on the Supply of Electric Lamps, 1951. 


2 Report on the Supply and Export of Matches and the Supply of Match-Making 
Machinery. The Monopolies and Restrictive Practices Commission, 1953. 


202 ECONOMICA [AUGUST 


writings! putting the case for monopoly in a more favourable light, one 
question has become more sharply formulated. Can monopoly be 
regarded as favourable to technical and economic progress ? The clash 
between such writings and the more traditional views on the subject 
of monopoly can be illustrated by short quotations. At the one extreme 
is the opinion expressed by the Courts in a recent important case in 
the United States, an opinion embodying the philosophy of anti-trust 
legislation of that country: 


“Possession of unchallenged economic power deadens initiative, 
discourages thrift and depresses energy; immunity from competi- 
tion is a narcotic, and rivalry a stimulant to industrial progress ; 
the spur of constant stress is necessary to counteract an inevitable 
disposition to let well alone ”’. 


At the other extreme we have Schumpeter (who, whether he finally 

proves to be right or wrong in these matters, was clearly the pioneer 

in asking the right questions) : 
** enterprise would in most cases be impossible if it were not known 
from the outset that exceptionally favourable situations are likely 
to arise which if exploited by price, quality and quantity manipula- 
tion will produce profits adequate to tide over exceptionally un- 
favourable situations provided these are similarly managed ”, and 
further, ‘‘ restraints of trade of the cartel type as well as those which 
merely consist in tacit understandings about price competition may 
be effective remedies under conditions of depression ”’. 


And Galbraith has concluded that 


*‘ there must be some element of monopoly in an industry if it is to 
be progressive ”’. 


Dame Alix Kilroy, after describing how the British Monopolies Com- 
mission has in some cases been prepared to find virtue in monopoly 
arrangements, concludes that the Commission’s criteria are “‘ empirical 
and not ideological ”’, i.e. are not based on any general presuppositions 
of the merits or defects of monopoly. And Sir Henry Clay in his article 
considers that there is little ground for the assumption that what regula- 
tion of output and prices there has been in British manufacturing 
industry is responsible for any large part of the post-war economic 
difficulties of the United Kingdom. 

The issue might, therefore, appear to be fairly clear cut: which 
brings about the swifter cost reductions and the more numerous new 
goods and services, competition or monopoly? Actually it is not so 

1 In particular J. A. Schumpeter, Capitalism, Socialism and Democracy, Chap. 
VIII, and Business Cycles, Vol. I, Chap. U1; J. K. Galbraith, American Capitalism, 
chap. VII; Sir Henry Clay, “‘ The Campaign Against Monopoly and Restrictive Prac- 
tices,” Lloyds Bank Review, April 1952; Dame Alix Kilroy, The Task and Methods of 
the Monopolies Commission, Manchester Statistical Society, March 1953. None 
of these writers, it is fair to state, could be considered as ‘ defending monopoly ’; 


each one seems to favour certain forms of monopoly regulation. 
4 U.S. v. Aluminum Co. of America, 1948, Fed. 2d., 416 (1945): 
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simple as that. In the first place, even if it were held that industrial 
monopoly were undesirable in an otherwise competitive world, does 
it make a difference if industry must perforce operate among mono- 
polistic organisations of wage earners, farmers and the professions ? 
Both Sir Henry Clay and Professor Galbraith appear to think so, 
the former holding that industrial monopoly may be justified because 
of the existence of monopoly elsewhere, the latter that industrial 
monopoly is acceptable provided that monopoly exists, or can be 
encouraged, elsewhere. In the second place, account would clearly 
have to be taken of the smoothness and continuity as well as the actual 
speed of progress. At least three of the writers quoted above are 
prepared to argue that, when an industry falls into depression, organised 
control of prices and output may be necessary in order to prevent an 
uncontrolled spiral of losses which might be fatal to new investment 
and technical progress. Conversely, Schumpeter argues that, in a 
period of very rapid discovery, the uncontrolled introduction of innova- 
tions might become so rapid, with one wave of improvements swiftly 
sweeping away another, that innovation would be stifled because it 
would yield no return. Monopoly, according to this argument, might 
well increase the average rate of progress by regulating its pace from 
time to time. In the third place, those who are disposed to favour the 
case for competition seem strangely reluctant to fit into their scheme of 
thinking, or even to do much thinking about, the patents system. 
After all, a patent is a monopoly conferred by law and, among other 
reasons, it is conferred in the hope of encouraging invention and 
innovation. But if patents do encourage innovation why should not 
other forms of monopoly? And if, in their present form, they do 
not, why should someone not say so?! And in the fourth place, the issue 
is confused because the apologists for monopoly do not speak with one 
voice; their arguments, indeed, sometimes seem to be mutually 
exclusive. Lack of space forbids reference to more than one of 
these differences between them but it is an important one—the difference 
of approach of Schumpeter and Professor Galbraith. Schumpeter was 
impressed by the continuing power of competition in dynamic con- 
ditions?; the reality of capitalism, he argued, lay in the “ perennial 

1 In the middle of the nineteenth century many eminent economists argued in 
favour of the abolition of the patents system. In recent years only Sir Arnold Plant 
“Economic Theory Concerning Patents for Invention”, Economica, 1934, and 
Professor Polanyi, “Patent Reform,’ Review of Economic Studies, 1944, have 
raised fundamental questions about it. 

2 At some points, however, Schumpeter brings in other apparently secondary 
lines of defence of monopoly. For example, he states that ‘“‘ there are superior 
methods available to the monopolist which either are not available at all to a crowd 
of competitors or are not available to them so readily,” claiming that “‘ monopoliza- 
tion may increase the sphere of influence of the . . . better brains”. He returns 
to the point later: “‘in the last resort American agriculture, English coalmining, the 
English textile industry . . . are affecting total output much more injuriously than 
they would if controlled, each of.them by a dozen good brains”. These claims 
for the virtually unlimited economies of scale are rasher statements than Schumpeter 


was accustomed to make. Did he really believe that American agriculture would 
be most efficiently operated if there were only twelve large farms? As for the 
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gale of creative destruction ” of old methods by new. The process of 
replacement would normally be so powerful that, unless checked 
periodically, it would frustrate its own purposes, creative destruction 
might become too destructive. The innovator must be provided with 
a breathing space. But Schumpeter was thinking all the time of a 
highly fluid economy, he takes for granted that “ the competition that 
matters ’’ will be there anyway. Rapid innovation requires monopoly, 
he claimed, but monopoly will be ephemeral, and therefore innocuous 
if not positively desirable, because it will be torn down by the next 
wave of discovery.1_ Professor Galbraith, on the other hand, considers 
that most industries have moved, or are moving, towards a position in 
which a few large firms inevitably dominate total output. This, he 
thinks, is all to the good for only firms of considerable size will possess 
the resources to carry on technical research on an adequate scale. 
But there is no gale of creative destruction in Professor Galbraith’s 
conception of things. Once providence? has brought about an industry 
consisting of a few large firms, progress becomes automatic and, 
apparently, painless. There can be no effective competition from 
smaller firms; technically they are out of the race. And the three 
or four pillars of the industry will not engage in any tactics which will 
hurt themselves or others. ‘“‘ Like advertising and salesmanship—and 
unlike price competition which is unique in this respect—technical 
development is a safe rather than a reciprocally destructive method by 
which any one firm can advance itself against its few powerful rivals ”’. 
So that whereas Schumpeter thought in terms of creative destruction 
which should be kept on the rein, Galbraith seems to think in terms 
of indestructible creation which should be given its head. 


Vv 


In seeking to establish a presumption (and it probably can never 
be more than a presumption) in favour of or against monopoly as an 
accelerator of technical progress, the evidence must either be drawn 
from history or from speculations as to the inherent nature of different 
kinds of economic institutions. Studies of those periods in history 
when monopolies and monopolists were numerous and important 


Lancashire textile industry there is no evidence that the very large combines are more 
efficiently operated than the smaller firms. And the experience of the National 
Coal Board does not support his contention of the gains to be achieved by massive 
administration. 

1 Scattered throughout the writings of Schumpeter are vivid phrases of the power 
of the innovator to break down vested interests. ‘‘ In manufacturing industry, a 
monopoly position is in general no cushion to sleep on. As it can be gained, so it 
can be retained only by alertness and energy”. ‘‘ Even in the world of giant firms, 
new ones arise and others fall into the background. Innovations still emerge primarily 
with the ‘ young’ ones”. “‘ The process of incessant rise and decay of firms and 
industries which is the central—though much neglected—fact about capitalism ”’. 

* Professor Galbraith seems to resurrect the idea of a ‘ hidden hand ’ at work in 
economic society. “A benign providence . . . has made the modern industry of 
a few large firms an almost perfect instrument for inducing technical changes ”. 
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are specially relevant here. There is some convincing evidence, for 
example, that the Industrial Revolution in Great Britain was retarded 
by the presence of monopoly! and that when it did come the growth took 
place in those parts of the country where industrial legislation was 
least restrictive.2 These views have not, however, gone unchallenged.* 
Or comparisons might be made between the progress of different 
countries which have taken up dissimilar attitudes towards monopoly. 
Full play has been made, for example, of the fact that although German 
industry has been monopolistically organised during the whole of this 
century, technical progress has been more than ordinarily swift. But 
here the outstanding fact which must be explained, or explained away, 
is the unparalleled technical advances in the United States, where 
competition is always considered to be more vigorous than elsewhere.* 
Comparisons might be made between monopolistic and non-monopolis- 
tic industries in the same country. Professor Galbraith has employed 
this method to great effect for the United States, claiming that “the 
foreign visitor, brought to the United States by the Economic Co- 
operation Administration, visits the same firms as do attorneys of the 
Department of Justice in their search for monopoly”.5 The small 
scale competitive industries have bad records, he thinks, the oligopolistic 
industries have good records of technical advance. What is needed 
here is a more thorough testing of this conclusion in terms of more 
industries and more countries. It may be true in the United States 
that the competitive coalmining industry is less progressive than the 
oligopolist oil industry. But in Great Britain the monopolistic coal- 
mining industry is clearly less progressive than the relatively com- 
petitive oil industry. And even in the United States the uninformed 
visitor might well think that the American women’s clothing industry 
was more progressive than the American Post Office or the American 


1G. Unwin, Studies in Economic History, p. 324, “‘ When one contemplates the 
widespread activity (in the Elizabethan peteayl one is tempted to ask why so little 
is heard of it in the annals of the time, and why the Industrial Revolution did not 
happen a century earlier. The answer to both questions is the same. The triumph 
of honest enterprise was overshadowed by the feverish delusions of speculation and 
the selfish greed of monopoly.” G. N. Clark, Science and Social Welfare in the 
Age of Newton, p. 111,‘ Such was the experience of the industrial countries of Europe 
from the half abortive industrial revolution of Elizabeth’s time to the half abortive 
revolution which began in Charles II’s time. The new industrial organisation, like 
the old, constantly tended towards monopoly; the new forms of monopoly, like 
the old, constantly tended to stifle enterprise.” 

* T. S. Ashton, The Industrial Revolution, p. 12. 

3 See in particular H. G. Fox, Monopolies and Patents, Chap. XTV. But although 
the author concludes that “ the monopoly of the 16th and 17th centuries was based 
on sound and legitimate economic principles and was a sincere effort to further new 
industries and arts”’ he yet admits that “‘ the patents issued in pursuance of that 
policy . . . were perverted in operation ” 

4 Of the 58 Reports by the Anglo-American Productivity Teams, 33 gave “‘ the 
spirit of competition” as the most important general factor responsible for the high 
level of productivity in the United States. 

5 In point of fact this statement is not true of the 58 Anglo-American Productivity 
Teams which visited the United States. They visited many of the small scale 
preset including textiles and coal. They did not visit the oil or the motor vehicle 
industries, 
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machine tool industry than the subway companies. In any case a 
comparison of the technical advance made by different industries is a 
very tricky one. Ideally what is required is the degree to which different 
industries have in fact taken advantage of the technical progress 
which, given the state of scientific knowledge, is theoretically 
possible. 

Or comparisons might be made within one industry, of firms which 
occupy a dominating share of the market with those of much more 
modest dimensions. Must we expect in the future that the greater 
part of technical progress will come from costly research organisations, 
only to be afforded by very large firms, that “‘ most of the cheap and 
simple inventions have been made’”’? There is already a large literature 
on this subject but it is compounded with a good deal of ballyhoo! 
and it is not easy to arrive at firm conclusions. A number of simple 
points seem frequently to be overlooked. In the past the major technical 
improvements have not come from the large industrial research organi- 
sations. Now, it may be true that, quite recently, fundamental and 
permanent changes have taken place in the nature of technical problems 
and in methods of research which render past experience inapplicable 
and which will, for the future, deprive the lone inventor, the small firm, 
the chance discovery, of their former importance. But in an age which 
has seen the successfulemergence of the ideas of many independent 
inventors, including very recently Baird and Whittle, one may well 
remain sceptical about the sweeping assumptions of a sudden and dis- 
continuous break between the conditions of the past and the probable 
conditions in the future. Again, it is easy to be carried away by the 
figures of the large sums spent on industrial research by the bigger firms. 
Expenditure is simply a cost and what we are interested in is returns, 
particularly in research where the overwhelming proportion of the 
expenditure will normally be abortive. There is not, in fact, any 
evidence that the larger American firms spend more, as a proportion 
of their sales, than do smaller firms. Further, there are good reasons 
for believing that the economies of large-scale operation in industrial 
research are not always easy to attain. In all research organisations, 
and especially in big organisations, a fundamental conflict exists 
between administrators and researchers: increasing size calls for 
increased control over personnel, increased control will normally be 
repugnant to the type of mind best capable of research. 


1 Professor Galbraith points out that “in a community which sets great store 
by progress, technical progress is an important source of business prestige. An 
American business concern simply cannot afford the reputation of being unprogres- 
sive. If it has no laboratories it must imagine some; an annual report that makes 
no reference to research is unthinkable.”’ In such an atmosphere it is not difficult 
to imagine that a good deal of technical research is misdirected effort. 

2, R. N. Anthony, Management Controls in Industrial Research Organisations, 


p. 85. 

8 One acute observer, H. S. Hatfield, The Inventor and His World, has concluded, 
largely for such reasons, that “‘ So far, the great laboratories have been singularly 
unproductive of really new departures, which have mostly been the work of indivi- 
duals in conception and inception ”’. 
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VI 


Nevertheless, all such empirical studies are clearly worth pursuing 
much further. What seems to have been unduly ignored in discussions 
of the consequences of monopoly are the deductions which it seems 
reasonable to make about the inherent nature of established authorities, 
of which the industrial monopoly is one example. Experience of all 
types of institutions suggests that established authority tends to inertia. 
Those who have once come into command of a situation or an insti- 
tution gradually come to think of their task and their responsibilities 
in a set way. Working rules gradually stiffen into tradition, the 
purpose may remain but it narrows or fails to widen with changing 
circumstances. Vested interests look askance at revolutionary ideas. 

The resistance to change thereby created will tend to be the stronger 
when an institution is hierarchical and monopolistic in form. That is 
why military organisations provide some striking cases of innate con- 
servatism. Naval authorities put up a formidable fight against the 
steel ship equipped with propellers and a compound engine.! There 
was sturdy resistance by the high officials in the American Navy to the 
introduction of continuous-aim gun firing.2, There was much opposi- 
tion in the development of aircraft, to the introduction of the mono- 
plane, the retractable undercarriage, the feathering propeller and to 
some of the fighting aircraft which subsequently proved supreme. 
Whittle, who at the time was actually in the Air Force, applied for his 
first patent on the jet engine in January 1930, “‘ and submitted the 
idea to the Air Ministry, who declined it on the ground that practical 
difficulties in the way of development were too great’. When T. E. 
Lawrence was engaged upon the design and development of new types 
of speed boat, subsequently proved to be highly successful, he found 
that “the pundits met them with a fierce hostility: all the R.A.F. 
sailors and all the Navy said that they would break, sink, wear out, 
be unmanageable ’’.4 Numerous similar illustrations could be provided 
from the history of the professions.® 


1 J. A. Schumpeter, Business Cycles, Vol. I, p. 369. 

2 B.E. Morison, A Case Study of natal Massachusetts Institute of Technology, 
Publications in Social Science Series, 3, 10. 

3 G. G. Smith, Gas Turbines and Jet Propulsion p13); 

4 Letters of TE Lawrence, p. 852. 

5 See in particular W. I. B. Beveridge, The Art of Scientific Investigation, Chap. 
IX. The comment of Rommel on military strategy is pertinent: “ Prejudice against 
innovation is a typical characteristic of an Officer Corps which has grown up in 
a well-tried and proven system. Thus it was that the Prussian Army was defeated 
by Napoleon. This attitude was also evident during this war, in German as well 
as British officer circles where, with their minds fixed on complicated theories, people 
lost the ability to come to terms with reality. A military doctrine had been worked 
out to the last detail and it was now regarded as the summit of all military wisdom. 
The only military thinking which was acceptable was that which followed their 
standardised rules. Everything outside the rules was regarded as a gamble ; if 
it succeeded then it was the result of luck and accident. This attitude of mind 
creates fixed preconceived ideas, the consequences of which are incalculable’. The 
Rommel Papers, pp. 203-4. 
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It is no great jump in logic to suppose that industrial monopolies, 
which if they are of any size will be hierarchically organised, will be 
subject to much the same laws. Indeed, the history of industrial inno- 
vation would strongly suggest that organisations, like men, can, 
through the exercise of the peculiar energies called for in the process 
of innovation, exhaust their power of generating such energy again. 
New ideas and new methods have so often called for new men and 
new institutions. “It was not the stage coach owners who built the 
railroads, nor the owners of fleets of clippers who developed the 
steamer. .. . Nor did the railroad magnates promote the automobile. 
. . . the automobile magnates did not become airplane pioneers.””! 

Whether, in fact, large industrial organisations with a dominating 
position in a market, have ultimately proved, through ignorance, lack 
of imagination or indifference, to be blocks to progress must clearly 
be finally decided by the economic historian and much more relevant 
economic history would need to be written before that point was 
reached. Some recent works seem to support the view that monopolies, 
even when vigorous enough in developing the more traditional methods, 
in pursuing what lies beneath their noses, can be sluggish or even 
resistant as regards ideas which lie a way off from their main interests. 
In the manufacture and development of électric lamps, the General 
Electric Company of America, which held a dominating position in the 
industry for over half a century and had a good record in improving 
lamp design and production methods, was not the leader in introducing 
new forms of lighting, the discharge lamp and fluorescent lighting.* 
In the British electric lamp industry it is clear that it was one of the 
independent manufacturers and not the Electric Lamp Manufacturers’ 
Association which set the pace in the spread of fluorescent lighting.* 

Here, the history of the development of radio and television is 
perhaps of more than ordinary significance, partly because it has been 
studied in some detail, partly because it is a very recent case and cannot 
be dismissed as belonging to a period when conditions were quite 
different from those of the present or probable future, partly because 
the discoveries involved were very spectacular. 

The early introduction of wireless telegraphy for common use was 
due to the imagination, obstinacy and resolution of Marconi, who 
furthermore had considerable private funds to be devoted to the 
purpose. Although there were already, particularly in the United 
States, large industries containing very large firms, concerned. with 
electrical communications and the manufacture of electrical equipment, 
they showed little or no interest in the dazzling possibilities of com- 
munication without wires. Neither in the telegraph and cable industry, 


1 F, Redlich, ‘‘ Réle of Theory in the Study of Business History ”, Explorations 
in Entrepreneurial History, Vol. IV, 1951-52. 

2A. A. Bright, The Electric Lamp Industry, p. 456. 

8 The Monopolies and Restrictive Practices Commission, Report on the Supply 
of Electric Lamps, 1951, p. 39. 
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where Western Union was the dominating company, nor in the tele- 
phone industry, where the American Bell Telephone Company had 
already by the beginning of the century attained great size, nor in the 
electrical manufacturing industry, was it recognised that new ideas of 
vital concern to them were extant. It is true that after the turn of the 
century, when the possibilities were there for all to see, the most impor- 
tant research was conducted by the large corporations but, even 
between the wars, the big corporations were apathetic towards one of 
the most fruitful discoveries, frequency modulation, which was forced 
to the front only by the persistence of Armstrong, an independent 
inventor.! 

With television it might have been expected that, because of its close 
relation to radio, established interests would seize more promptly 
upon the commercial and social possibilities. That has proved to be 
the case. In the United States Maclaurin believes that monopoly 
shortened the time lag in the practical application of new ideas, the 
driving force being the Radio Corporation of America which between 
1930 and 1939 spent $9 million on experiment and development. 
By 1930 the British Broadcasting Corporation was providing facilities 
for televising to Baird, and the Derby was actually televised in June 
1931. But it is well to recall the doubts which went before this and 
the frustrations which confronted the early pioneers. The three 
outstanding names are perhaps Zworykin and Farnsworth in the 
United States and Baird in Great Britain. Zworykin joined the 
Westinghouse staff in 1920, at which time no research was being under- 
taken on television by any of the important laboratories. For a time 
he was refused permission to work on television and it was not until 
1928, with the discovery of the ionescope, that real importance was 
- attached to his work or any substantial assistance provided for him. 
Farnsworth was a lone and largely untrained inventor who lacked 
business acumen and was for a long period chronically short of resources 
for his experiments. It was only after 1926 that he found adequate 
financial backing and, although never at ease in the stage of business 
development, it is significant that by 1938 Farnsworth had been 
responsible for three-quarters of the patents granted and applications 
lodged in television. Baird was, from all accounts, a strange and 
erratic person with whom it must have been difficult to co-operate and 
who, it subsequently proved, was on the wrong track with his mechanical 
scanning method, but no one would doubt that he possessed exceptional 
technical ingenuity and was responsible for the first substantial television 
service in the world.” But in 1925 his ideas were widely regarded with 
extreme scepticism by those in the related branches of technology and, 
until 1930, whatever may be the truth of the matter, he always spoke 

1 The whole of the foregoing and much of the following paragraph is based 
upon Professor Maclaurin’s Invention and Innovation in the Radio Industry. Professor 
Maclaurin, himself a pioneer in this type of social research, has placed all students 


of the dynamics of industry deeply in his debt. 
2M. Gorham, Broadcasting and Television since 1900, p. 120. 
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most bitterly of the impediments placed in his way by the British 
Broadcasting Corporation.’ 

The practical applications of technical advances were always slow 
to reveal themselves. Even Marconi missed the significance of wireless 
telephony” and Baird that of the cathode ray tube.? No one foresaw 
the value of wireless communication for the broadcasting of public 
programmes of speech and music. Wireless was until 1920 regarded 
as a new kind of telephone or even of a system by which electrical 
energy could be distributed in bulk. 

Established authorities in many ways obstructed the full and rapid 
exploitation of the new ideas. Apart from the attitude of some of the 
bigger commercial companies ‘already referred to, the British Post 
Office, in the early stages of development, checked Marconi, looking 
upon him as a potential competitor of State telegraphs, by refusing to 
connect the Marconi Overseas Service with the Post Office telegraph 
lines.5 In 1920 the British Post Office stopped experimental broadcasts 
of concerts being made by the Marconi Company on the grounds that 
these were interfering with what the Post Office described as “‘ genuine 
work ”’.6 Broadcasting had to be resuscitated by amateurs. There seems 
little doubt that it was the suspicions and timidity of the British Post 
Office which was largely responsible for the initial setting up of British 
broadcasting as a monopoly.’ 

The story may be continued a little further by examining some of 
the consequences of the State monopoly of broadcasting in Great 
Britain. This is a subject which arouses the most extraordinary emotions 
in the British breast® and it is not intended here to examine all its 
manifold aspects. The historian of the future, however, will, in my 
opinion, surely find it surprising that this new medium of communica- 
tion—with its great potential for creating mass opinion, where mono- 
poly was therefore dangerous, and obviously destined to be most 
commonly employed in providing light entertainment, where monopoly 


1 Sydney Moseley, John Baird, pp. 71, 74, 81, 110, 113, 119. Moseley’s conclusion 
is that “‘ the attitude of the B.B.C. in regard to John’s invention was precisely what 
might have been expected from a great monopoly. suddenly confronted with an 
innovation which might conceivably force it to modify its§entire programme and 
even to change its basic policy”. See also M. Gorham, ibid., p. 117. 

2 Maclaurin, ibid., p. 52. 

3 Moseley, ibid., p. 210. 

4 R. H. Coase British Broadcasting, pp. 3, 4. 

5 Maclaurin, ibid., p. 36. 

® Gorham, ibid., p. 24; Coase, ibid., p. 5. 

7 Coase, ibid., p. 23; Gorham, ibid., p. 26. 

§ Thus Lord Reith, the first Director-General, believed that the success of the 
B.B.C. derived mainly from what he called ‘ brute monopoly ’ power. (Into the Wind, 
p. 99). The second Director-General, Sir Frederick Ogilvie, declared that “ my 
chief impressions (of the B.B.C.) were two : the evils of the monopoly system and 
the gallant work of a very able and delightful executive staff in trying to overcome 
them” (Coase, ibid., p. 155). Contemporary opinions of the B.B.C. range from 
the passionate belief that it is “‘ the best in the world ”’ to the view that, although 
on special occasions the B.B.C. is highly competent, for at least two-thirds of the 
listening time when entertainment is provided, the programmes are costive and un- 
imaginative. 
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would seem to be unnecessary—should have been regarded as a proper 
subject for a complete monopoly of programmes, of studios and of 
transmitting agencies. 

There are, however, three conclusions bearing directly upon the 
subject of this paper which seem supported by the evidence. First, 
for many years the monopoly was utilised to give the consumer what 
it was thought he ought to have and not what it was supposed he 
himself wanted. Lord Reith! has made that clear: 


“without monopoly many things might not have been so easily 
done that were done. The Christian religion and the Sabbath 
might not have had the place and protection they had; the place and 
protection which it was right to give them; the giving of which 
seemed to be approved. The Christian religion, not just as a sectional 
activity among others, but asa fundamental. And as to the Sabbath, 
one day in the week clear of jazz and variety and such like; an 
effort to preserve the inestimable benefit of a day different from 
other days. Less persistent transmission of good music, of good 
things in every line. School broadcasting—initiated, urged, developed, 
financed by the B.B.C. with rather negative and timid approval 
from authority—might not have been essayed. Almost everything 
might have been different. The B.B.C. might have had to play for 
safety; prosecute the obviously popular lines; count its clients; 
study and meet their reactions; curry favour; subordinate itself 
to the vote. Might have had to; it probably would not; but its 
road would have been far harder.” 


The B.B.C. was not even interested in knowing what people listened 
to. For the first fifteen years of its life no systematic listener research 
was carried out. And, after that, the results were treated as confidential 
and were not communicated to the General Advisory Council or the 
Regional Advisory Council, or made available to Parliament or the 
public.?, As late as 1949 the B.B.C. was claiming that competition in 
broadcasting would drag down all listening to the “lower forms of 
mass appetite ”’.* 

Second, the B.B.C. has sought to extend its monopoly powers in 
several directions. It has made a number of attempts to prevent foreign 
stations, particularly Luxembourg, from broadcasting in English 
programmes which contained advertising material of highly reputable 
British businesses. There has been, and still is, a real demand for 
these broadcasts. In 1938, we are told, the total British audience 


1 J, C. W. Reith, Into the Wind, p. 100. 

2 Report of the Broadcasting Committee, 1949, p. 56. 

3 Idem, p. 42. Oddly enough the B.B.C. sought to prove its case by a mis- 
placed appeal to Gresham’s Law. The Law states that bad money will drive out 
good because, when both are in circulation, people will hold on to the good and 
reject the bad. This, however, is exactly the opposite of the B.B.C.’s argument that, 
when confronted by ‘ good’ and ‘ bad’ programmes, listeners will embrace the bad 
and spurn the good. 
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listening to commercial programmes from foreign stations on Sundays 
was comparable to the total audience listening to the B.B.C.' In 1949 
the Sunday Luxembourg audience was about half the size of the 
audience for the British Home Service (the advertising agencies actually 
claimed it as larger than this). Before the war the British Post Office 
sought to hinder these foreign broadcasts by refusing to grant telephone 
facilities for the relaying of programmes from Great Britain.? In 
1946, in a White Paper on Broadcasting, the British Government 
declared their intention of taking “‘ all steps within their power, and to 
use their influence with the authorities concerned, to prevent the 
direction of commercial broadcasts to this country from abroad ”’. 
The Advertising Company responsible for the broadcasts from Luxem- 
bourg complained in 1949 that B.B.C. artists were placed under 
restrictions aimed at the commercial broadcasts.* 

Third, the B.B.C. has either sought to impede or has been slow in 
the adoption of innovations. The story of the resistance of the B.B.C. 
and the Post Office to wire broadcasting has been told by Coase®, who 
concludes : 


‘there can be little doubt that the development of wire broad- 
casting in Great Britain has been seriously restricted as a result 
of the existence of a monopoly of broadcasting ” 


Subsequent to this the B.B.C. suggested, before the Broadcasting Com- 
mittee, still further restrictions on wire broadcasting, most of whick 
the Committee found itself unable to accept.® 

Considering that the early inventions in television were made in 
Great Britain and that before the war the British television programmes 
were superior to all others (in the United States, for example, no 
American station was running a regular “‘ commercial ” service until 
1941), the post-war developments were slow. Undoubtedly, this was 
partly due to the shortage of capital in post-war Britain and some of 
the leeway has since been made up. But it also seems clear that the 
delay could, in part, be attributed to a disposition on the part of the 
B.B.C. to attempt to keep the new medium too closely under the wing 
of the old monopoly of sound. The first two Controllers of Television 
after the war resigned because they felt they were being unduly cramped.’ 
And the Broadcasting Committee® felt constrained to report that 

“‘ within the general framework of the B.B.C. television should enjoy 
greater autonomy than it has had hitherto”. The Committee also 
seemed to believe that the B.B.C. had been unnecessarily unco-operative 


1 Gorham, ibid., p. 113. 

2 Tbid., p. 109. 

3 Coase, ibid., p. 112. 

4 Ibid., Appendix H, Paper 118. 

5 Coase, ibid., p. 94. 

5 [bid., pp. 110-115 

7 Gorham, ibid., p. 243. 

8 Report of the Broadcasting Committee, 1949, p. 88. 
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in meeting the plans of the film industry for television services direct 
to cinemas.! 

Great Britain has also fallen considerably behind the United States 
in the exploitation of V.H.F. broadcasting.2 The new technique is 
highly lethal to monopoly. It opens up possibilities, largely seized 
upon already in the United States, for the establishment of a new 
form of communication between the members of relatively small 
groups with common interests based on locality, occupation or forms 
of leisure. These have so far been denied to the British public. One 
of the more important manufacturers has, indeed, claimed that ‘* the 
technique exists, but present monopolistic policy prevents the benefits 
from being obtained ”’.® 


vil 


The history of broadcasting and of the way in which it came to be 
organised in Great Britain is but one case. But it is an extremely 
important case in that the defects of monopoly made their appearance 
here under circumstances highly unfavourable to the creation and 
maintenance of monopoly. The new system of communication was 
so novel, spectacular and useful that its claims could not, in the long 
run, be gainsaid. The advantages of a long string of inventions could 
not finally be denied. Broadcasting, as the very word implies, cannot 
ultimately be channelled and confined; national boundaries become 
meaningless in the ether. The successes and progress of one country 
cannot be cloaked from those living in other countries, unless the 
final brutal monopolistic method of jamming is employed. We have 
here a set of ideas, techniques and services capable of sweeping away 
vested interests which would stand in their way. Yet short-sighted 
obstinacy and restriction have all played their part in resisting the 
tide. 

If all these things are to be discerned in this case, what is likely to 
happen in others where new ideas, though substantially useful, have not 
the same inherently overwhelming power to assert themselves ? How 
much has the world lost where the established authorities have been 
more powerful in their resistance or more sluggish than in the case 
of radio and television; where the men obsessed with the new ideas 
were not as obstinate as Marconi, or not in possession of private 
fortunes, as Armstrong, not as blindly indifferent to adverse odds as 
a whole chain of inventors in this field ; where sources of outside 
capital were not so plentiful; or where competition between one 
country and another could be blocked by tariff and regulation ? 

In conditions so rapidly changing as those of the dynamic economies 
to which we have become accustomed in the past two centuries, the 


1 Report of the Broadcasting Committee, 1949, p. 92. 

2 Idem, pp. 76-79. . 

3 Idem, Appendix H, Paper 122. Memorandum of Evidence by Messrs. Pye 
td. 
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prime defects of monopoly may well have been not that they were 
wicked or extortionate, deliberately restrictive or blindly predatory, 
but simply that they were there, blocking the ground and finding it 
impossible to generate sufficient energy to do continually, or even 
to do more than once, what they had originally performed in breaking 
new ground, in pursuing innovations. In that sense the waste of 
monopoly would lie, not in depriving the community of what it now 
has or what it might have in the immediate future, but of what it 
might have in the longer future. 


Merton College, Oxford. 
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Optimal Production with Fixed Profits’ 


By Marcus FLEMING 


In a previous article? I compared the ‘ marginal cost ’ rule of optimal 
production with the ‘average cost’ rule. There I made the point 
that whatever might be the complications and difficulties in applying 
the former rule, any attempt to apply the average-cost rule to multi- 
product, multi-factor production in such a way as to maintain a proper 
balance between the different types of output and input would 
run into complications and practical difficulties of a still more serious 
kind. 


2. This, as we shall see, is only too true. Rightly or wrongly, 
however, nationalised industries in Great Britain are required by 
statute so to conduct their operations that their receipts will at least 
cover their expenditures on revenue account, and they would probably 
regard themselves as being as much precluded from making large profits 
as from making losses. They are also, all of them, multi-product as 
well as multi-factor concerns, especially since we must regard goods 
or services produced at different plants or locations as separate products. 
It is, therefore, of some interest to enquire what would be the market 
tests of ‘ optimal’ production, and ‘ desirable’ productional adjustment 
for an undertaking (using a variety of factors to produce a variety of 
products) which aims at making, or is required to make, its aggregate 
receipts equal to its aggregate expenses? Or, more generally, what 
are the market tests for such an undertaking which aims at making, or 
is required to make a fixed profit, or fixed surplus (positive, zero or 
negative) of aggregate receipts over aggregate expenses? It is to be 
expected that the ‘ optimal’ situation attainable subject to such a fixed 
net revenue requirement will be, in general, ‘ inferior ’ to the ‘ optimum ’ 
which would have been attainable in the absence of the limiting con- 
dition. 


ASSUMPTIONS AND CONVENTIONS 


3. (a) Let the economic system contain two classes of participants: 
‘individuals’, who are purchasers of final products and suppliers of 


1 This paper owes much to F. P. Ramsay’s elegant mathematical treatment of 
an analogous problem in ‘‘ Contribution to the Theory of Taxation ”’, Economic 
Journal, March 1937. My results also agree with those of A. S. Manne’s interesting 
“* Multi-Purpose Public Enterprise—Criteria for Pricing”, Economica, August 
1952, which appeared only after this article had already gone to the printer. The 
present paper may, however, retain some interest in that it deals with ‘‘ optimal ”’ 
factor-input and plant expansion, as well as ‘ optimal’ output, and considers some 
problems of application. 

2 “Production and Price Policy in Public Enterprise,’ Economica, February 
1950. 
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original factors of production; and ‘undertakings’, which are pur- 
chasers of factors of production, whether original factors or intermediate 
goods, and sellers of products, whether final products or intermediate 
goods. 


(b) Let ‘ economic welfare ’—hereafter referred to as ‘ welfare "— 
be a (cardinal)! magnitude varying directly with the wellbeing of 
each individual. 


(c) Let each individual’s ‘ wellbeing’ be a (cardinal) magnitude 
varying directly with the amount of each final product consumed, and 
inversely with the amount of each original factor supplied by the 
individual. 


(d) Let each individual operate under conditions of perfect 
competition, whether as consumer or as factor supplier. 


(e) Let each undertaking, other than the (public) undertaking 
whose production policy is in question, operate under conditions of 
perfect competition, whether as buyer or seller. 


(f) Any infinitesimal situational change can be regarded, from 
the standpoint of its effect on welfare, as a combination of (i) a 
‘ distributional component’ representing the change in the quantities 
of final products consumed and original factors supplied by each 
individual which would result from a money transfer, at current 
prices, between individuals; and (ii) a ‘ productional component ’ 
representing a residual change in the quantities of final products 
consumed and original factors supplied, of such a character as to be 
uniformly beneficial or uniformly detrimental to all individuals, 
in the sense that it is equivalent, in its effect on wellbeings, to 
an increase, or a reduction in money incomes, equally spread over all 
individuals. 


(g) Let the (subjective) ‘ real income change’ associated with an 
infinitesimal situational change signify the change in welfare resulting 
from the productional component of that change. 


(h) In the case of any ‘large’ or non-infinitesimal situational 
change let a notional ‘ path’, consisting of infinitesimal ‘ steps’, be 
traced, with respect to product and factor quantities and prices, between 
the initial situation and the final situation. Let this path be so far 
realistic as to be consistent with the psychological preferences of indi- 
viduals, and with the production functions of all undertakings other 
than the (public) undertaking whose production policy is in question. 


1 By a cardinal magnitude I mean an ordinal magnitude to which it is possible 
to assign, on significant criteria, a numerical indicator which is unique save for 
proportionate scale and (possibly) point of origin. As I have shown elsewhere 
(vide ““ A Cardinal Concept of Welfare ”, Quarterly Journal of Economics, August 
1952), the welfare concept derivable from a wide class of ethical systems can legiti- 
mately be regarded as cardinal or measurable in a fundamental sense. 
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Finally, let the path be consistent with the assumption that the factor- 
inputs and product-outputs of the public undertaking in question 
vary gradually in some particular mutual relationship—which need 
not be realistic—over the interval between the initial and final 
situations. 


(i) Let the real income change associated with any large 
situational change signify the sum of the real income changes associated 
with the infinitesimal situational changes occurring at each step of 
such a path. 


MARKET TEST OF PRODUCTIONAL IMPROVEMENT 


4. It follows from all these definitions and assumptions that, in 
the case of an infinitesimal change, resulting from a change in the 
operations of the public undertaking, the real income change can be 
deduced to be positive or negative according as the value, at current 
prices, of the increments in the product-output of the public under- 
taking exceeds or falls short of that of the increments in its factor-input. 
In the case of a large situational change initiated by the public under- 
taking the real income change can again be deduced to be positive 
or negative according as the value of the increments in the product- 
output of the public undertaking exceeds or falls short of that of the 
increments in its factor-input, provided that 


(a) each output—and input—increment is valued at the price 
of the product or factor in question averaged over the interval between 
the initial and the final situation along a path constructed in the manner 
described in para. 3 (h) ; and that 


(b) the marginal welfare yield of money to the average 
individual is the same at each step of the prescribed path.! 


First CONDITION OF ‘ OPTIMISATION ” 


5. A situation no feasible departure from which will result in a 
real income increase may be regarded as a productional optimum, 
subject to the possibilities of the model. Assuming that such an 
‘optimal’ situation exists, and can be approached gradually, by 
infinitesimal adjustments, any infinitesimal departure from this 
‘ optimum ’ which may be initiated by our public undertaking must be 
such as to entail a zero real income change. This is the first condition 
of ‘ optimisation ’. 


6. Ina model containing no fixed net revenue requirement, or other 
artificial constraints, the condition will be satisfied generally if it is 
satisfied for all variations affecting two elements (e.g. one factor and 
one product) both of which must relate to the same plant (i.e. be 


1 This is not the place to elaborate the proof of this proposition or to justify the 
welfare-economic approach adopted, but I hope to do this elsewhere. 
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linked by the same continuous production function). This brings 
us to the well known rules equating price ratios with marginal rates 
of substitution, e.g. that the price of each product must equal the 
value of the marginal factor cost in terms of each factor. 


7. With the introduction of the requirement that a given net revenue 
be earned it ceases to be possible in general to vary two elements only 
while keeping the others constant. On the other hand, unless the 
required net revenue is so high as to be unattainable or attainable 
only in a single input-output situation, it should in general be possible 
to vary any three elements at a single plant, or any four elements con- 
sisting of one pair in each of any two plants, in such a way as to keep 
net revenue constant at the required level. If the first condition of 
‘ optimisation’ is satisfied for all input-output variations of these kinds 
it will be satisfied for all possible input-output variations compatible 
with the fixed net revenue requirement. 


8. In seeking to establish a market test for the satisfaction of the 
‘ first condition ’ in such cases it is convenient to begin by considering 
a variation consisting in an expansion of output q, and input f, in 
Plant I, combined with a change (say, a contraction) in output q, and 
input f, in Plant II. 


9. This adjustment is to leave the net revenue of the undertaking 
unchanged. It follows that the effect on this net revenue of the expan- 
sion in g, and the associated expansion in f, must be equal and of 
opposite sign to the effect of the contraction in g, and the associated 
contraction in f,, Let us define the ‘joint marginal revenue’, Ra,), 
of any product g with respect to any factor f as the rate at which any 
increase in the output of g augments net revenue both directly and 
indirectly by way of its effect on the input of f, all other outputs and 
inputs remaining unchanged. Then the rate at which the output of 
Q2 falls as that of qg, rises must equal the ratio of the joint marginal 
net revenue of g,(/;) to the joint marginal net revenue of q,(f,). 


10. It follows from paragraph 4 that the market test of a zero real 
income change, in the case of an infinitesimal output-input adjustment, 
is that the value, at current prices, of increments to output should equal 
the value of increments to input. Thus the value of the increase in 
the output of q, Jess that of the associated increase in the input of f, 
must equal the value of the decrease in the output of q, Jess that of 
the associated decrease in the input of f,. Let us define the ‘ joint 
quasi-tax’, Ta), on any product g with respect to any factor f as 
the margin between the price of g and the value of the marginal factor 
cost of g in terms of factor f, so that the value of the increase in q, 
less that of the associated increase in f, is given by the increment in 
q, times the joint quasi-tax on q; (/;). Then the rate at which the output 
of gz falls as that of qg, rises must equal the ratio between the joint 
quasi-tax on q,(f;) and the joint quasi-tax on q,(/,). 
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11. From the last two paragraphs it follows that 
Ty) Tau, 


Rug Rat) 

12. Generalising this result we conclude that the first condition of 
‘ optimisation’ (viz. that infinitesimal adjustments of input and output 
should entail zero real income changes) will be satisfied only by situations 
in which the ratio of joint quasi-tax to joint marginal revenue is the same 
for all product-factor pairs. The fact that the ratio is the same for 
all pairs, when each pair is in a different plant, implies that it is also 
the same for all product-factor pairs in the same plant. 


; thie Seats 
13. Moreover, the pairs for which the R ratio is equal may not be 
completely separate. They may have a product or factor in common. 


re ; 
Thus the ratio aoe will be the same for q,(/;), for q2(/4), and for 91( fa), 


af) 
where g, and q, are any two products and f, and f, any two factors in 


the same plant. This result, which is here derived as a corollary from a 
proposition established by considering adjustments affecting product- 
factor pairs in different plants, could have been more directly established 
from a consideration of adjustments involving two products and one 
factor, or two factors and one product, drawn from the same plant.} 


14. The criterion of ‘ optimal ’ production set forth in paragraph 12 
might have been expressed in terms of product-product pairs, or of 
factor-factor pairs instead of in terms of product-factor pairs. The 
formulation adopted, however, seems to be the simplest and the most 
easily remembered. 


15. Let us look a little more closely at the concept of ‘ joint marginal 
revenue’ of product q with respect to factor f. This can be regarded 
as falling into two parts : (i) that derived from the increase in the 
quantities of g and f at constant prices, and (ii) that derived from the 
change in the prices of all the undertaking’s products and factors, at 
constant output (and input) quantities—both parts being expressed 
as rates of change with respect to g. Part (i) is simply T,,, the joint 
quasi-tax on g with respect to f. Part (ii) might perhaps be termed the 
‘joint marginal transfer effect’ of product q with respect to factor 
f, Dap, since it measures the rate at which income is transferred, 
through price changes, from consumers and factor suppliers to the 
undertaking, as g increases (with f).? 


16. Since, as we have seen from paragraph 12, the ratio 
Tu = Ts) ) 


Rup Ta) + Day 

1 It is only where the undertaking consists of no more than a single plant that 
this proposition requires to be directly established. See Appendix Note 1 

2 See Appendix Note 2. 
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must be the same, at the optimal position, for all product-factor pairs, 

it follows that oe the ratio of joint quasi-tax to joint marginal transfer 
af) 

effect, must also be the same for all product-factor pairs. 


17. Now the joint marginal transfer effect of any product qg with 
respect to any factor f, Dy», can be split up into (a) the marginal 
transfer effect of product g taken by itself, D,, and (b) the marginal 
transfer effect of factor f taken by itself, D;, times the marginal factor 
cost of g interms of f! Both of these elements (a) and (d) are virtually 
certain to be negative. An increase in the output of g, taken by itself, 
would bring down the price of g and also the average price of the 
products of the undertaking as a whole, and would have little if any 
_ effect on factor prices. An increase in the input of f, taken by itself, 
would raise the price of f; and also the average price of the factors of 
the undertaking as a whole, and would have little if any effect on product 
prices. It can therefore safely be assumed that the joint marginal 
transfer effect, combining the two elements, will be negative for all 
product-factor pairs. 


18. Since Dx, is negative for all q and all f, and since a is 
the same for all g and all f, T,, must be either positive for all Gand 
all f, or negative for all q and all f. Joint quasi-taxes should either be 
positive for all product-factor pairs or negative for all product-factor 
pairs. Another inference from the negativeness of Dx, is that, if 
joint quasi-taxes are negative, joint marginal net revenues, Rap, must 
also be negative. All situations which satisfy the first condition of 
‘ optimisation ’ must therefore fall into one or other of the following 
three classes : 


(a) those in which Tx, is positive and Rx, negative for all 
product-factor pairs ; 


(b) those in which Ty, is negative and Rx, negative for all 
product-factor pairs; and 


(c) those in which Tj, is positive and Ry, positive for all 
product-factor pairs. 


19. It would make for simplicity if it were possible to resolve the 
joint quasi-taxes, T,,,,, on product-factor pairs into simple quasi-taxes, 
one for each product, T,, and one for each factor, T, such that 


(a) any given product (factor) would have the same quasi-tax 
with whichever factor (product) it was paired; and 


1 The marginal transfer effect of a product is the rate at which the net revenue 
of the undertaking increases, by reason of price repercussions, as the output of the 
product in question expands, all other outputs, and all inputs, being assumed to remain 
unchanged. The marginal transfer effect of a factor is analogously defined. For 
formula, see Appendix Note 2. 
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(b) the undertaking when behaving ‘ optimally’ would act like a 
competitive firm subject to product- and factor-taxes. 
This would imply that it would bring the price of each 
product. Jess product quasi-tax into equality with the 
marginal cost in terms of each factor, valued at the appro- 
priate factor price plus factor quasi-tax. 


20. There are several—indeed an infinite number of—ways of 
resolving joint quasi-taxes on product-factor pairs into simple product 
and factor quasi-taxes of this sort. Perhaps the most convenient way 
is to make the quasi-taxes both for products and for factors propor- 
tionate to the marginal transfer effects of the respective products and 
factors. If this is done the joint quasi-taxes on all product-factor pairs 
will likewise be proportional to the respective joint marginal transfer 
effects, thus satisfying the first condition of ‘ optimisation’. Indeed, 


r ; 
the D ratio will be the same for product-factor pairs as for products 


F. Toitels 
and factors taken separately. mea = ra 
af) Ce $i 


21. Since all D, and all D; are of the same sign, namely negative, 
all T, and all 7; will be of the same sign. We can now formulate our 
rule of ‘ optimisation ’ as follows: In the ‘ optimal’ position all quasi- 
taxes, whether on products or on factors, will be of the same sign and 
will bear the same proportion to the marginal transfer effects of the 
respective products or factors. 


22. It is noteworthy that the same market characteristics (a large 
negative D, or D,) which condemn a product or factor to bear a 
relatively high quasi-tax when all quasi-taxes are positive entitle it 
to a relatively high quasi-subsidy (as it might be called) when all 
quasi-taxes are negative. The size of the relative marginal transfer 
effects serves only to determine the relative quasi-taxes or subsidies. 
The size of the absolute quasi-taxes and subsidies will depend on 
how far the net revenue which the undertaking is required to earn 
exceeds or falls short respectively of the net revenue which it could 
earn with zero quasi-taxes, i.e. with prices kept equal to marginal cost. 


23. The marginal transfer effect for any product or any factor 
depends on the demand conditions of all the products of the under- 
taking and the supply conditions of all the factors of the undertaking. 
Broadly speaking, D, will be (negatively) high if the product q, and other 
of the undertaking’s products which are highly substitutable for it, are 
not easily substitutable for products produced outside the undertaking. 
And D; will be relatively high (negatively) if the factor f, and other of 
the factors employed by the undertaking which are highly substitutable 
for it, are not easily substitutable by factors employed outside the 
undertaking. 


1See Appendix Note 3. 
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24. In the special case in which a variation in the output of a 
product leaves unaffected the prices of all the other products and 
factors of the undertaking the negative of the marginal transfer effect 


: } ; Dee 
of that product when expressed as a proportion of its price, — eS will 
q 
reduce to the reciprocal of the elasticity of demand for that product. 
In the analogous case affecting a factor the negative of the marginal 
transfer effect of that factor, when expressed as a proportion of its 


D <e 
price, — 7 will reduce to the reciprocal of the elasticity of supply of 


that factors If such market independence should prevail for all the 
products and factors of the undertaking, the ‘ optimal’ ad valorem 
quasi-taxes on all products and all factors will be proportional to the 
reciprocals of the corresponding elasticities. 


SECOND CONDITION OF ‘ OPTIMISATION’ 

20: A situation may satisfy the first condition of ‘ optimisation ’ 
(i.e. be a position of stationary real income)! without necessarily being 
an ‘optimum’. It may equally well be a ‘ pessimum’ or point of 
inflection. In order that the second, and sufficient, condition of 
‘ optimisation ’ should be fulfilled, the following requirement must be 
met, at the stationary real income position, with respect to any infini- 
tesimal output-input variation affecting three variables (outputs or 
inputs) at a single plant, or any four variables consisting of one pair at 
each of two plants: the rate at which real income rises as any one of 
these variables increases or decreases must itself be falling. This 
ensures that a continuance of the variation past the stationary real 
income point would begin to entail a decline in real income. 


26. As will be seen from the Appendix,? the outcome depends on the 
way in which the ratios of joint quasi-tax to joint marginal transfer 
effect vary with the expansion of the respective product-factor pairs. 
Under normal market conditions the second condition of optimisation 
will not be satisfied for stationary real income points in which joint 
marginal revenues are positive. Situations falling within class (c) of 
paragraph 18 will normally be ‘ pessima’. That is, production should 
be expanded beyond the monopoly, or maximum net revenue, position, 
to a point at which joint marginal revenues are negative for all product- 
factor pairs. 


27. Where marginal net revenues are negative, there is normally 
but one constant real income position, and that an ‘ optimum’, so 
long as the net revenue requirement is such as to call for quasi-taxes 
which are positive or only moderately negative. But if the net revenue 


1 * Real income’ is here used to signify ‘ cumulation of (subjective) real income 
changes along a path of variation’. It has no true zero, 
2 See Appendix Note 4. 
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requirement should necessitate large quasi-subsidies a multiplicity of 
constant real income positions may emerge, of which some are local 
* optima ’ and some ‘ pessima’. These local ‘ optima ’ will be charac- 
terised by a tendency to concentrate quasi-subsidies on some particular 
product or factor—a different one in the case of each local ‘ optimum’, 
leaving other quasi-subsidies relatively moderate. 


TEST OF ‘ IMPROVEMENT” FOR SMALL ADJUSTMENTS 

28. Local ‘ optimal ’ positions are arrived at by effecting all improve- 
ments attainable by infinitesimal adjustments. A first formulation of 
the test for ‘ improvement ’ for small adjustments can be derived directly 
from paragraph 4. Let the undertaking’s ‘Net Quantum Change at 
current prices’ signify the aggregate value of its increments of output 
less increments of input at current prices. Then any infinitesimal 
adjustment will constitute an ‘improvement’ if, while keeping net 
revenue unchanged, it results in a positive Net Quantum Change at 
current prices. 


29. Let the undertaking’s ‘ Net Price Change at current quantities ’ 
signify the aggregate value of its increments in product prices Jess 
increments in factor prices, at current output- and input-quantities. 
This, combined with the Net Quantum Change, makes up the increment 
in the undertaking’s net revenue, which must be zero. Hence any 
infinitesimal adjustment will constitute an ‘improvement’ if, while 
keeping net revenue constant, it results in a negative Net Price Change 
at current quantities. 


30. In the case of small adjustments affecting two product-factor pairs 
it will constitute an ‘improvement’ to expand that pair for which the 


L : : : } ; : 
piatio is the more negative. This result will be achieved if quasi-taxes 


(subsidies) on individual products or factors are always altered in the 
direction of making relative quasi-taxes (subsidies) on the different 
products and factors more nearly proportional to the relative marginal 
transfer effects. 


TEST OF ‘ IMPROVEMENTS ’ FOR LARGE ADJUSTMENTS 


31. In the absence of a net revenue requirement the only reason 
why it should be necessary to formulate a special test of ‘improvement ’ 
for large adjustments on the part of an undertaking is provided by the 
existence of indivisibilities in production. As a result of such indivisi- 
bilities, as the output of the undertaking expands, a phase of ‘ dis- 
improvement ’ in which the value of marginal factor cost exceeds that 
of marginal output may be followed by a phase of ‘improvement ’ 
in which the opposite is true. And the real income losses of the former 
phase may be outweighed by the real income gains of the latter, so 
that a large expansion in production embracing both phases is 
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‘justified’. The principal examples of such large-scale input- 
output adjustments arise in connection with investment; e.g., the 
introduction of a new type of product or the installation of a new 
plant. 


32. The introduction of a net revenue requirement gives rise to a 
number of additional reasons why large adjustments may have to be 
considered, quite apart from physical indivisibility, though that 
doubtless remains the principal reason. It has already been indicated 
that, when quasi-subsidies are high, a variety of local ‘ optima’ may 
emerge. Again, even where quasi-taxes or moderate quasi-subsidies 
prevail, the existence of unusual market conditions, e.g., demand 
elasticities which over a phase increase markedly with increasing output, 
may give rise to such a proliferation of local optima. The choice 
between such local ‘ optima ’ can only be made on the basis of a test of 
‘improvement ’ for large adjustments. 


33. As can be seen from paragraph 4, the rule for testing the 
‘ desirability’ of a large adjustment differs from that for testing a small 
adjustment only in the fact that the increments of output and input 
are valued, not at current prices, but at the average prices prevailing 
over the interval over which outputs and inputs are varied, such 
variation being assumed to take place along a given notional ‘ path’ 
as described in paragraph 3 (h). This involves measuring the areas 
under the relevant product-demand and factor-supply curves, over the 
relevant interval. The first formulation of the test of ‘ improvement ’ 
for large adjustments therefore runs as follows: Any large adjust- 
ment will constitute an ‘improvement’ if, while keeping net revenue 
constant, it results in a positive Net Quantum Change at average 
prices (along the chosen path over the relevant interval of varia- 
tion). 


34. There is also a second formulation of this rule, analogous to 
the second formulation of the rule for infinitesimal adjustments. Bearing 
in mind that the (zero) change in net revenue resulting from the large 
adjustment can be regarded as the sum of a series of infinitesimal 
changes occurring along the ‘ path’ of variation, and that each such 
infinitesimal change in net revenue can be broken down into a quantum 
component and a price component, we can reformulate our rule as 
follows: Any large adjustment will constitute an ‘ improvement’ if 
while keeping net revenue constant it results in a negative Net Price Change 
at average output- and input-quantities (along the chosen path over 
the relevant interval of variation). This implies that any adjustment 
which is in the general direction of expanding outputs and inputs and 
which leaves net revenue unchanged will be likely to constitute an 
‘ improvement ’. 


35. The following are some examples of how these market tests 
work out in particular cases. 
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(a) If, in the initial or pre-adjustment situation, quasi-subsidies are in 
operation for all products and factors, the setting-up of a new plant 
may be worth while even if the Net Quantum Change at that plant 
is somewhat negative so that in the absence of a net revenue require- 
ment the installation would not have been worth while. The reason 
is that, in order to counteract the negative effect on net revenue of the 
setting up of the new plant on the net revenue of the undertaking as a 
whole, production at the old plants will have to be contracted, which, in 
the assumed circumstances, will entail a positive Net Quantum Change 
at the old plants. 

(6) If, in the initial situation, positive quasi-taxes prevail for all 
products and factors, the setting up of a new plant may not be worth 
while even if the Net Quantum Change at the new plant is positive, if 
the effect on net revenue of the undertaking as a whole is too negative. 
For then the contraction of output at the old plants required to 
restore net revenue to its original level will entail a negative Net 
Quantum Change at these plants which may exceed the positive 
Change at the new plant. 


(c) If the setting up of a new plant should tend to increase the net 
revenue of the undertaking it will always be ‘worth while’. This 
will be true even if, in the initial situation, quasi-subsidies prevail, so 
that production at the old plants has to be increased with adverse 
effects on real income. For whereas, in the new plant, the Net Quantum 
increase will be larger than the positive effect on the net revenue of 
the undertaking, in the old plants the Net Quantum decline will be 
less than the negative effect on the net revenue. 


(d) If we define a ‘ technological improvement’ as an adjustment 
whereby it becomes possible to reduce the input of some or all factors 
without raising the input of any factors and without reducing the output 
of any products, then technological improvements are almost (but not 
quite) certain to be ‘desirable’ even when quasi-subsidies prevail 
initially. We may divide the adjustment into two ‘ stages’: (i) a reduc- 
tion in factor-inputs keeping all outputs constant and (ii) a subsequent 
all round expansion of production designed to bring net revenue 
down to the original level. In stage (i), unlike the case discussed under 
(c) above, the effect on net revenue will be greater than the Net Quantum 
Change, by reason of the fall in price of the factors affected. Still, 
the beneficial effect of stage (i) should outweigh the detrimental effect 
of stage (ii) as long as the factors whose use is economised in stage (i) 
have supply conditions similar to those whose input is expanded in 


stage (ii). 


PRICE DISCRIMINATION 

36. We have defined the ‘ optimal ’ behaviour of the undertaking, 
under our assumed conditions, in terms of the quantities and prices of 
its various products and factors, and their interrelations. But what, in 
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this context, is a ‘ product’ or a ‘factor’? How should input and 
output items be classified ? This, too, is a problem of ‘ optimisation ’. 
The most general answer is that only those items should be classed 
together which would properly be given identical treatment even if 
initially classed as separate commodities. The precise answer will 
depend on the restrictions which are placed on the process of ‘ optimisa- 
tion’. Thus, in the absence of a fixed net revenue requirement products 
completely interchangeable in consumption and in production should 
be classified together, as should factors interchangeable in factor supply 
and in utilisation for productive purposes. Even if, by artificial 
product. differentiation different prices could be charged for a 
physically identical product, this should not be done since it would 
violate the rule that price should be brought into equality with the 
value of marginal factor cost. Products (or factors) classified in this 
principle will differ as a rule, either in physical quality, or geographi- 
cal location. 


37. Given an obligation to earn a given net revenue, however, a 
public undertaking ought to treat output (or input) items differently 
not only if they differ in physical characteristics but also if they differ 
with respect to marginal net revenue. For example, if certain output 
items which, though physically identical and interchangeable in produc- 
tion, can somehow, without cost, be differentiated into two classes, or 
conventional ‘ products ’, having different rates of marginal net revenue, 
it will be possible, without altering net revenue, to effect a positive 
real income change by expanding the output of one of these con- 
ventional ‘ products ’ and contracting that of the other. If quasi-taxes 
prevail, the ‘ product’ having more negative marginal transfer effect 
(e.g. the product with the more inelastic demand) should be contracted, 
the other expanded. If quasi-subsidies prevail, the opposite course 
should be followed. In the former case output as a whole will tend 
to expand, in the latter case to contract, but in both cases the Net 
Quantum Change will be positive. 


38. Of course, product differentiation is never quite costless. 
There will therefore be cases in which output (or input) items should 
be classed together even though the class is not entirely homogeneous 
with respect to marginal transfer effect. The question, how far the 
costs of product differentiation should be incurred, and how far product 
differentiation should be carried, is one to be decided on the same 
principles as apply to any large input-output adjustment—the principles 
discussed in the preceding section. This is so without qualification in 
cases in which the products are differentiated by making minor changes 
in their appearance or other physical qualities, consumers being left 
free to choose between the varieties of product thus created. The 
situation is a little more complicated in cases in which the undertaking, 
in order to be able to charge one class of consumers a higher price 
than another class for an identical product, introduces restrictions in 
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the resale of its product by the latter to the former class, or in which 
in order to be able to charge different prices for the same product in 
different uses, it prohibits the diversion of the product to a use other 
than that for which it has been sold. Even in such cases the market 
test of ‘improvement’ set forth in paragraph 33 will apply, with one 
gloss and one qualification. 


39. The gloss is that, in computing the Net Quantum Change, the 
costs of organising and enforcing the product-differentiation must be 
included as a negative item. The qualification relates to the possibility 
that there may be marginal evasion of the restrictive regulations laid 
down by the undertaking in order to implement its product differentia- 
tion, i.e. there may be an increased ‘ leakage’ of products from the 
low-priced to the high-priced markets as the price discrepancies increase. 
If evaders reap any net gain from such marginal evasion this will not 
be taken into account by our market tests which will therefore be 
unduly discouraging to product differentiation and price discrimina- 
tion. 


40. Yet another type of discrimination is possible whereby the price 
charged any consumer will vary according to the amount he consumes. 
This, too, can be conceived in terms of product differentiation. Thus 
all the xth units of product consumed per unit of time by each of the 
various consumers could be regarded as one ‘ product’, all the yth 
units as another ‘ product’, and so on. Essentially the same rules of 
‘ optimal’ production and of ‘improvement’ apply to these rather 
_ queer ‘ products’ as to the relatively ordinary types of products con- 
sidered so far, and they determine the extent to which product differen- 
tiation is desirable, and the extent to which different (marginal) prices 
should be charged for the first, second, etc., units consumed. It is 
clear that some degree of multi-part pricing will in general be desirable 
—unless its enforcement is too costly—but the familiar test of ‘ optimisa- 
tion ’ is scarcely helpful in deciding how far this form of discrimination 
should be carried, since it is difficult to asign a simple meaning to 
‘ marginal transfer effect’ in the case of ‘ products’ thus defined. 


PROBLEMS OF APPLICATION 

41. Considerations of space do not permit me to enlarge on the 
problem of how far and by what means the market tests discussed in 
this paper could be applied by public undertakings in practice, and I 
must confine myself to summary indications on this (all-important) point. 
Let us consider in turn (a) decisions regarding current production, and 
(b) largish investment decisions. 


A. Current Production 

42. lassume it desirable, in the interests of efficiency, that marginal 
adjustments to current production should be carried out by managers 
of individual plants in the light of principles or incentives supplied by 
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the central administration of the undertaking. Thus the central admini- 
stration would lay. down the rates of quasi-tax or subsidy for each 
product and each factor and the local managers would arrange 
production in the light of post-quasi-tax prices. 


43. Just how this would be done raises the same problems as in the 
case of straightforward ‘ optimisation’ without a net revenue require- 
ment. The local managers might be instructed to seek to maximise 
the profits of their respective plants in free competition with each 
other, subject to the actual payment of product and factor taxes to— 
or receipt of subsidies from—the central administration; or the 
central administration might (a) fix prices as well as quasi-taxes, (bd) 
instruct the managers, on the basis of these prices, to produce in 
amounts that will maximise their respective profits after payment of 
quasi-tax, and (c) adjust the prices in the light of the demand-supply 
situation (e.g. by raising prices when order books fill up, and lowering 
them when stocks accumulate). Or the managers might be instructed 
to strive to meet the full demand at the going prices, which would be 
altered from time to time so as to equate product-price Jess product- 
quasi-tax with the value, at factor-price plus factor-quasi- tax of marginal 
factor cost. 


44, Whichever method is adopted, the task facing the local managers 
is neither less difficult, nor significantly more difficult, than that which 
would face them in the absence of a net revenue requirement, i.e. if all 
quasi-taxes were zero. 


45. On the other hand the central direction of the undertaking has 
its task considerably complicated by the existence of a net revenue 
requirement in that it has the responsibility of determining the appro- 
priate quasi-taxes. It must ensure (a) that the quasi-taxes are either 
all positive or all negative, (b) that they are adequate to ensure the 
earning of no more and no less than the required net revenue, (c) that 
they are at the lowest level compatible with earning the required net 
revenue, and (d) that they are proportionate to the respective marginal 
transfer effects of the products and factors in question. (a) and (6) are 
fairly straightforward operations ; (c) is a matter of ensuring that the 
undertaking is producing more and not less than if it were attempting 
to maximise its profits: it should not be too difficult to decide on which 
side of the maximum profit watershed the undertaking lies at any one 
time, unless the required net revenue happens to be rather near to 
the maximum attainable. Operation (d), however, is a very tricky 
affair. It cannot be accurately performed, and indeed cannot be per- 
formed at all adequately, without a combination of market research 
and informed guesswork of a high order. 


46. It may be objected that those economists who, in a spirit of 
hearty academic common sense, advocate the average cost rule, have in 
mind something simpler, if also vaguer, than the formule which have 
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been developed in this paper. But they seldom make clear which of the 
infinite number of ways of covering average cost they have in mind. 
There are some ways of covering average cost which are very wasteful 
indeed. For example, the idea frequently propounded or implied that 
not only should each nationalised industry cover its costs, but that 
each plant and section with it should be made to do so also, would 
multiply the diseconomies inherent in the imposition of a net revenue 
requirement. The more efficient plants would have to be worked to 
excess in order to get their costs up to the required extent, or else 
would have to sell at an artificially low price, thus giving rise to faulty 
product allocation. 


47. Let us consider, however, whether any ‘ working rules’ could 
be devised which, though less accurate than the criteria developed on 
this paper, would have sufficient advantages in respect of simplicity 
and applicability to offset its theoretical imperfections. 


48. The most promising ‘rough and ready’ rule would probably 
be to impose on all production a uniform ad valorem quasi-tax or 
subsidy. Whether it was nominally imposed on products or on factors 
would be in principle a matter of indifference. The point is that in 
allocating the tax no account would be taken of differences in marginal 
transfer effects (expressed as a proportion of the prices of the respective 
products or factors). This, as previously pointed out, would relieve 
the undertaking’s central administration of a difficult problem. It 
might also afford a slight simplication of the task of the local managers 
in applying the quasi-taxes. The rule could probably be adopted 
without serious disadvantages in cases where product-differentiation 
according to product use or according to classes of consumers is for 
some reason impracticable and where the various products of the 
undertaking are of the same general sort and are closely substitutable. 


49. There are, however, cases, e.g. in transportation, provision of 
power, etc., in which price discrimination is possible and in which there 
may be considerable diversity of marginal transfer effects (elasticities 
of demand, etc.) as between different classes of consumers, different 
traffics, different uses of the service. In such cases even a bad guess 
at relative marginal transfer effects of the different products would | 
almost certainly be less wasteful than a wooden application of the 
uniform ad valorem tule. I would envisage that the relative marginal 
transfer effects, and hence the relative quasi-taxes (subsidies), once 
calculated, would remain unrevised for some considerable time, while 
the absolute quasi-taxes might have to be altered (in order to keep net 
revenue constant) much more frequently. 


B. Investment Decisions 

50. I assume that, in any public undertaking, large investment 
decisions such as the introduction of a new product, the installation 
of a new plant or the substantial extension of an existing plant, will be 
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reserved to a central authority and not decided by local managers. 
Critics of the ‘ marginal cost principle’ have often objected to the 
‘orthodox’ market test for such large adjustments, in the absence 
of a fixed net revenue requirement, that it entails attempting to calculate 
consumers’ and producers’ surpluses by measuring the areas under 
the product-demand curves, and marginal cost curves (or factor supply 
curves) over the relevant intervals of variation. And it is deemed one 
of the ‘ honest to goodness’ advantages of the average cost principle 
of pricing that it avoids such difficulties. Now we can see, from 
paragraph 32, that if the average cost principle (which is simply a special 
case of a fixed net revenue requirement) is to be applied in the least 
harmful way it will involve even more of this ‘ measuring areas under 
curves’. For these areas will have to be measured, not only with 
respect to the primary variation itself (the bulky investment and the 
product-factor changes directly associated with it) but also with respect 
to the complementary adjustments which the undertaking is obliged to 
make in other plants in order to prevent a change in net revenue. 


51. Nor does the alternative formulation of the rule, in paragraph 
34, offer any escape from this difficulty since in order to apply it exactly 
it is necessary to measure areas not, this time, under but rather to the 
left of demand and supply curves over the relevant intervals. 


52. But perhaps there are, with regard to investment, as with regard 
to current production, some possible approximate working rules which, 
at some sacrifice in theoretical perfection, would spare us these com- 
plications ? An obvious candidate, at any rate in the case of a public 
undertaking which has to meet a zero net revenue requirement (i.e. to 
make receipts cover costs), is the rule whereby a new plant should be 
set up when, but only when, it is expected to earn enough to cover its 
own costs. This test, however, will be either too stringent or too 
lax according to whether the undertaking is operating under conditions 
of quasi-subsidies or quasi-taxes. The main reason for this lies in 
the contraction of output at pre-existing plants which the installation 
of a new plant—unless highly efficient and obviously worth having— 
is likely to necessitate in order to maintain the net revenue of the 
undertaking. As has been already pointed out in paragraph 35, if quasi- 
subsidies prevail the new plant may be worth installing even if the 
Net Quantum Change at the new plant itself is negative—and in this 
case the net revenue at the new plant is likely to be even more negative 
than the Net Quantum Change. On the other hand, if positive quasi- 
subsidies prevail the new plant may not be worth installing even if 
the Net Quantum Change at the new plant is positive—and in this 
case the net revenue at the new plant may be even more positive than 
the Net Quantum Change’. 

? The net revenue at the new plant will be less positive or more negative than 
the Net Quantum Change at that plant in so far as its installation tends to bring 


down the prices of its products and raise the prices of its factors. If the new plant 
is non-competitive with the old plants this will always be the case. If, however, it 


1953] OPTIMAL PRODUCTION WITH FIXED PROFITS 231 


53. In practice the test would be likely to lead either to extreme 
over-investment or to extreme under-investment. For example, if the 
capital costs at old plants are calculated on a replacement basis, new 
plants, being technically more efficient than old, should normally 
be able to earn a profit so long as the undertaking as a whole is able to 
cover its costs. Thus, even if we start from a position in which quasi- 
subsidies are paid, and the test is therefore too severe, expansion will 
be deemed desirable. As expansion goes on, quasi-taxes will take the 
place of quasi-subsidies and the test, instead of being too severe, will 
become lax. Nevertheless, the expansion will continue, far past the 
optimal point, until a saturation point is reached at which any further 
investment would make it impossible for the undertaking as a whole 
to cover its costs. 


54. If, on the other hand, the capital costs of old plants are calculated 
on an ‘ original cost ’ basis, an inflationary trend may artificially reduce 
the average costs of the old plants so that in conditions under which 
the old plants can only just pay their way, new plants may find it 
impossible to cover costs. Heavy quasi-subsidies will prevail and the 
test will be unduly restrictive of investment. 


55. A more promising working rule is that suggested by Professor 
A. M. Henderson! to the effect that new investment should be under- 
taken whenever this can be done without either reducing the under- 
taking’s net revenue or raising product prices. The implications of this 
tule are best seen by comparing it with the alternative formulation of 
the ‘ improvement ’ test put forward in paragraph 34 above—a formula- 
tion itself in part inspired by consideration of Professor Henderson’s 
rule. The two theoretical shortcomings of Professor Henderson’s rule 
are (i) that it fails to take account of changes in factor prices, and may 
therefore unduly favour investments which exploit factor-suppliers, and 
(ii) that it is unclear as to the manner of measuring product price 
changes. If these are measured on the basis of pre-change output 
quantities the test will be unduly restrictive of investment, if on the 
basis of post-change qualities, unduly encouraging.. If average quan- 
tities are chosen as the base we are faced with the difficulties mentioned 
in paragraph 50. 


56. My own view is that the only simplification of the tests set out 
in paragraphs 33 and 34 respectively which does not involve a dispro- 
portionate loss in accuracy is that of assuming linear product-demand 
and factor-supply curves over the relevant intervals of variation. This 
would enable us to evaluate the Net Quantum Change in terms of an 
arithmetic mean of pre-change and post-change prices, or a Net Price 


is completely competitive with the old plants, it will be the case only if the installation 
results in a positive Net Quantum Change—and a negative Net Price Change—for 
the undertaking as a whole. 

1 Review of Economic Studies, No. 39, 1948-49, 


O32 ECONOMICA [AUGUST 


Change in terms of an arithmetic mean of pre-change and post-change 
quantities. 


57. So far as the operation of the central direction of the under- 
taking is concerned, it would seem preferable that the quantum-test 
should be used rather than the price-test, as affording a more direct 
measurement of real income change. The main virtue of the price-test 
formulation is to enable those outside the undertaking to apply a rough 
check of the operations of the management, since prices are perhaps 
more quickly and easily ascertained from outside than quantities. 


CONCLUSION ~ 

58. In this paper I have considered the problem of the ‘ optimal ’ 
behaviour of an undertaking which, in a competitive environment, is 
placed under the obligation of earning a net revenue (profit) of fixed 
amount. I conclude: 

(i) that ideally such an undertaking should so regulate its current 
production—its output of divisible products and input of divisible 
factors—that product price equals marginal cost, subject to the applica- 
tion of ‘ quasi-taxes ’, positive or negative, on all products and all 
factors; 

(ii) that these quasi-taxes should all be of the same sign and as low 
as is compatible with earning the required net revenue; 

(iii) that relative quasi-taxes should be determined in a special way 
with reference to the ‘ marginal transfer effects’ of the products and 
factors in question ; 

(iv) that large adjustments (e.g. investments) should be undertaken 
only if they give rise to a positive ‘Net Quantum Change’ while 
leaving net revenue unchanged ; 

(v) that these rules imply the desirability of a measure of price dis- 
crimination, product differentiation, and multi-part pricing; and 

(vi) that no very great simplification of these rules is possible without 
a disproportionate loss in accuracy. 


59. If these conclusions are correct the complications which are 
inevitably created by any attempt to apply the average cost (or zero net 
revenue) principle with any sort of regard to economy surely constitute 
a powerful argument against applying that principle at all, and in 
favour of leaving public undertakings free from any obligation to earn 
a given net revenue. 


60. If, however, for political or pseudo-ethical reasons, it is deemed 
indispensable that nationalised industries should ‘cover their costs’, 
it should be realised that there will be very little hope of having such 
industries run on any sort of approximation to correct economic 
principles unless trained economists are employed to advise not only 
on the principles themselves but in the detail of their application to 
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output, investment, and pricing policies. No business manager, admini- 
strator or accountant, lacking familiarity with applied welfare economics, 
could be expected to devise those working rules and compromises which 
represent the best practicable adaptation of general principles of the 
sort discussed in this paper to the concrete circumstances of particular 
industries and plants at particular times. 


APPENDIX 
Note 1 


Consider a one-plant undertaking whose production function is 
K t@y.8 400, =. be) 0 
where ay, etc., stands for the output of product q,, etc. 
and b,, etc., stands for the input of factor f,, etc. 
n m 
so that 2 K’, da,+-K", db, + 2 K", db, rath! Bags ee Ree gees Se MS 
r=1 F s=2 
From the first condition of ‘ optimisation ’, where P stands for ‘ price’, 
n m 
sey mine a P, db, ko Sik 0 Stree es (2) 


From (1) and (2) 
bial PoP, Sab.(p.-p.( 7° 
a. -+- z = - = 8 
r=1 45 fi K's, s=2 ts fs ‘by 


KR: 
If we define the joint quasi-tax Th, as Por HES) then, if all 
e 


outputs and inputs are constant save for a,, az, and b,, 


Ty 5,9% ———. Ty 742 e . ° . . . (3) 
Then if N (a,...a,, b,....6,,) stands for the net revenue of the 
undertaking, from the requirement that net revenue should remain 
constant, N’,,da + N ‘a, +N ‘1,41 = 0 
K 
ie. if Ri) signifies N’,. = el) 
1 
Ry ys == Ry G42 . . . . . . . (4) 


Then, from (3) and (4) % 1D T ah) 


q 


Ruy Ray 
Note 2 


Let x and g be two of the n products, and y and h two of the m 
factors, of the undertaking, x and y being in the same plant. Let 
R,,y signify the joint marginal revenue of x with respect to y, D,,, 
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the joint marginal transfer effect of x with respect to y, D, the simple 
marginal transfer effect of x, and D, the simple marginal transfer 
effect of y. The notation is in other respects analogous to that of 
Note 1, a signifying output, b input, and P price. 


Then Ryy=N’,, -(- WN, 
b 


ap 


where Mee go Eee =. ae ae -2 b, OP, 
g=1 sat hoa, 
and N’, =- P,+ be oh Bs, ue 
a e-1 0b, h ab, 
Thus, if Ryy= Try + Duy (cf. para. 15) 


won tae toe (E2) 8 
Ce)” 


then D,,,.= D, - (cf. para. 17) 
n m 
where D,= N’, -P,= Xa, he ag pees 
g=1 * 0a, h=1 0a, 
n m 
and Dy= Ny, =i eos Dee OF, 
* aby h=1 * 8b, 
Note 3 
Let q be any product and f any factor in the same plant. 
Let a be the output of g and b the input of f 
Let 22 = dy wz 
D q Dy 
Then, by definition in paragraph 19, 
Ke K’ 
Tan Pat (= ) F pelo )h 
Ie 
=2)D,- = D;} (cf. para. 17) 
b 


= Zz Dap 
Note 4 
Consider an infinitesimal product-factor adjustment affecting two 
product-factor pairs q,, fj, and qs, fy, each pair being at a different 
plant. (The analysis is also applicable to an adjustment affecting two 
products and one factor at the same plant. In this case f, and f, must 
be assumed identical.) 
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rh deca ; ; 
Let —— signify the rate at which, as the adjustment proceeds, real 
ay 
income rises as a, (the output of q,) increases. Indicate T. aD by 
T,, and T ‘iifeh by 7T,, and analogously for R and D. 


dw d 
a =17,+ — T2 


r-(t) Pen en eee (1) 


The second condition of ‘ optimisation’ will be fulfilled only if 


aw 
da‘ 
i.e. differentiating (1) and bearing is mind that R, = 7,+D,, if 
D, ee a Ri aa dD | Ri aD, 
da, Rj da, da, R? da, 
‘ i : i Dg et 
i.e. at the stationary real income position, where — = —, 
1 2 
aT, aD, dT, dD, - 
hd cat ae art ae 
da, day x _ ri( ae a as ee eA ee AEA 
T; dD, = R, T2 D, 2 
©) a)» a [. 
i vay e ; ae ts 
ie. da, ate R, da, as R, (3) 
G, De (i a: & ) c -) 
on Poe of ee A (Be) 
da, opm da, Aes 


and se normal oes see (e.g. with demand and supply 


iG) 


I. If quasi-taxes and joint marginal revenues (7,, T:, Ry, Ra) 
are all > 0, (=) G :) 
d P, d D, 
eg ew d ie oe 


1 
“. LHS. of (3) > 0. 
For analogous incomes R.H.S. of (3) > 0. 
oe) Pan Ree ad BS 


elasticities constant or declining) one would expect ‘tee = 0 


We can now distinguish three cases— 


236 ECONOMICA [AUGUST 


ie ibe 
And since - > 0 inequality (3) embodying the second condition of 


‘ optimisation ’ will not be fulfilled. 


II. If quasi-taxes (T,, T,) are > 0, while joint marginal revenues 
(R,, R,) are < 0 as before, L.H.S. < R.H.S. 


a 
But now = <0 so that inequality (3) will be fulfilled. 
2 


III. If quasi-taxes and joint marginal revenues are all < 0, 


aC ie 
16) 


and L.H.S. may be either = 


As T, 0, ieee 0 


—> © and L.H.S. > 


da, 
Similarly as T, > 0. R.H.S. ~- 


Since > 0 

ince R, SS 
inequality (3) will be fulfilled if either T, or T, are sufficiently near 
to zero. 


. From inequality (2), 
dD, 


da, 
L.H.S. —>- —— which is probably < 0 


D, 
There is probably a critical value of T, below which L.H.S. is < 0 and 
a critical value of T, below which R.H.S. is > 0. Inequality (3) 
cannot be fulfilled if T, and T, are both below these critical values. 


Columbia University, New York. 
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The Element of Lottery in British Government 
Bonds, 1694—1919' 


By JAcoB COHEN 


THE TYPES OF GAMBLE EXTENDED THE INVESTOR 


At a time when several governments are attempting to reduce the 
element of chance in their bond offerings, by selling non-marketable 
issues which are redeemable at the option of the holder or by bond 
support operations, it is interesting to consider in retrospect British 
attempts to save interest on the public debt by offering investors the 
chance to gamble. The British Treasury has extended two principal 
types of gamble to the investor: (1) the gamble on capital gain, and 
(2) the gamble on life-expectancy. The first was created by the sale 
of bonds at a heavy discount. The possibility of later redemption at 
par created the gamble of capital gain. Similarly this gamble was ex- 
tended by combining a lottery with debt offerings. The gamble on life- 
expectancy was made possible by inviting subscriptions to life annuities. 

In appraising the effectiveness of these features in saving interest, 
two kinds of interest saving must be distinguished. ‘ Explicit’ saving 
in rate may be measured by a comparison of the market yield on a 
security which does not offer the element of chance and the yield, at 
issue price, of the security in which chance is involved. The amount 
of explicit interest saving is then this difference in rates multiplied by 
the amount raised by the gambling feature. In addition, the use of 
such a special-feature security to raise some part of the funds required 
would diminish the amount to be raised by ordinary issues and would 
tend therefore, if the demand for them were not perfectly elastic, to 
lower the rate that must be paid on them. The ‘ implicit’ saving in 
rate is the difference between the rate paid on ordinary borrowing and 
the rate that would have had to be paid had the entire amount been 
raised by the issue of the ordinary security. The amount of implicit 
saving is this difference multiplied by the total amount borrowed.? 


THE GAMBLE ON CAPITAL GAIN 


Sale of Bonds below Par 

A saving in interest can be achieved by sale below par where there 
is no fixed redemption date, if the investor is willing to accept a lower 

1The author is indebted for suggestions to Simeon E. Leland, Roy Blough, 
Lloyd W. Mints, and Lloyd A. Helms. The general subject of Treasury interest 
saving was originally suggested by Dean Leland. 

2 These concepts have been discussed by the writer in his article ‘‘ On the Theory 
and Measurement of Treasury Interest Saving ’’, Southern Economic Journal, XVIII 
(January, 1951), pp. 257ff. 


237 


238 ECONOMICA [AUGUST 


current yield in return for the chance of capital appreciation. If 
retirement actually takes place at the time the market calculated it 
would, so that the expected yield to maturity is the realised yield to 
maturity, the government has succeeded only in postponing the time of 
payment. For the expected yield to maturity would in all likelihood be 
equal to the yield to maturity on an ordinary security sold at par 
with a maturity equivalent to the expected maturity. To gain, the 
government must ‘ outwit’ the investor by not redeeming the debt 
at the expected time or not redeeming it all.* 

It is unlikely, however, that the investor can be outwitted. He will 
place a low or zero value on the possibility of repayment. This was 
the conclusion of the Colwyn study: 


. . . the value of redemption becomes to the individual very 
small indeed, and we think that, in practice, the tendency of the 
average investor is to look almost entirely at the immediate return 
with, perhaps, some vague prospect in his mind of capital appre- 
ciation. For this prospect we doubt whether he will be prepared 
to pay much.? 


If debt retirement does take place then, it will be a ‘ cost’ of interest 
saving to be set against any current interest saving. 

There is another ‘cost’ of selling below par. Governments are 
unable to take advantage of downward movements in the market rate 
of interest. Successful_debt conversion presupposes that the issue 
to be converted is at least slightly above par—in other words, that its 
current market yield is below the nominal rate of interest.2 The more 
heavily a bond is discounted, the more remote are the possibilities of 
its downward conversion.4 For while market yields may fall, they 
may not fall sufficiently to raise its price to par. For this reason the 
interest saved by issuing bonds at a discount is less than the difference 
between their initial effective rates. Since the possibility of capital 
appreciation is not valued highly and since there is greater possibility 
of converting high-rate issues, little explicit saving is to be expected 
from discount bonds. And this expectation is confirmed by the 
data. 

Most of the British loans during the American War of Independence 
and the Napoleonic Wars of 1793-1815 were raised by 3 per cent. 


1 The type of security under discussion is redeemable at the option of the govern- 
ment without maturity date or is redeemable at the option of the government prior 
to a fixed maturity date a considerable distance in the future. 

2 Report of the Committee on National Debt and Taxation (Colwyn Report), Cmd. 
2800 (London: H.M. Stationery Office, 1927), pp. 52-3. 

? The nominal rate indicates the amount of interest paid on the face value of 
the bond. Unless the nominal rate on the refunding issue is below the old nominal 
rate there can be no gain from refunding. And ordinarily the new nominal rate 
can only be below the old nominal rate if the market yield is below the old nominal 
rate. For a discussion of this point and other aspects of discount bonds, see H. C. 
Adams, Public Debts (New York: D. Appleton & Co., 1893), pp. 167-78. 

4“ Downward conversion’ refers to the exchanging of higher-rate securities 
outstanding for issues carrying a lower nominal rate of interest. 
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securities sold considerably below par.!_ Borrowing below par during 
the Napoleonic Wars took place primarily through the offering of a 
parcel of securities combined not infrequently with a terminable annuity. 
In the £18,000,000 loan of the 23rd of February, 1795, for example, 
every subscriber of £100 became entitled to purchase £100 3 per cent. 
stock, £33 6s. 8d. 4 per cent. stock, and an annuity of 8s. 6d. for 654 
years with the contingent possibility of a further annuity.” This is 
equivalent to borrowing in two stocks below par. 

Historical accounts vary, but according to some estimates the 
nominal debt created during the Napoleonic Wars was half as great 
again as the sums raised.* There are conflicting accounts of interest 
saving apart from the increase in the debt.’ McCulloch emphasises the 
effect of low rates in retarding downward debt conversions.> Newmarch 
estimates the amount of interest saving prior to the time of actual 
debt conversion.® On the basis of existing market prices, at the time 
of the loans, he estimated that borrowing in the 5 per cents. would 
have cost £5 18s. per cent. instead of the £5 3s. actually paid.? Capi- 
talising the. interest costs of the two methods of borrowing indicates a 
very trifling saving from borrowing in the 3 per cents. instead of 5 per 
cents. between 1793-1801.® Even this trifling saving may be attributed 
to the greater marketability of the 3 per cents.° 


a L. Hargreaves, The National Debt (London: Edward Arnold & Co., 1930), 
p. 112. 

2 J. J. Grellier, The Terms of all the Loans which have been raised for the Public 
Service during the Last Fifty Years (London: H. L. Galabin, 1799), p. 36. 

3 Adams, op. cit., p. 175; R. Hamilton, An Inquiry Concerning the Rise and Progress, 
the Redemption and Present State, and the Management, of the National Debt of Great 
Britain (Edinburgh: Oliphant, Waugh & Innes, 1813), p. 169; J. R. McCulloch, 
A Treatise on the Principles and Practical Influence of Taxation and the Funding 
System (London: Longman, Brown, Green & Longmans, 1845), p. 445. The 
latter’s estimates are the best documented and show securities created of 
£776,257,193 and sums raised of £520,124,557. 

4 The factor of debt redemption at par and thus the debt retirement cost of dis- 
count bonds is very insignificant. In the period of most substantial debt retirement, 
between 1860 and 1890 when the nominal funded debt declined from approximately 
£790 millions to £586 millions, only approximately £19 millions of the decline 
represented the paying off of dissentients at par. Open market purchases through 
sinking funds constituted the most significant source of retirement. Great Britain, 
Report by the Secretary and Comptroller General of the Proceedings of the Com- 
missioners for the Reduction of the National Debt from 1786 to March 31st, 1890, 
C. 6539, Parliamentary Papers, Vol. XLVIII (1890-1) (London: H.M. Stationery 
Office, 1890), pp. 79-81. 

5 McCulloch, op. cit., pp. 441-42, 447-48. 

6 William Newmarch, On the Loans Raised by Mr. Pitt during the First French 
War, 1793-1801 (London: Effingham Wilson, Harrison, and Nissen & Parker, 
te Dp. 30-31, Appendix N., pp. 64-66. 

7 Tbid. 


8 The present value in 1801 of subsequent interest costs, from borrowing in the 
3 per cents. until their conversion into 2} per cents. in 1888, has been estimated 
by the writer at £119,572,592; borrowing of an equivalent amount in 5 per cents. 
until 1888 would have a present value of £122,105,149. This comparison is on 
the basis of Newmarch’s estimates of interest costs of borrowing in the 5 per cents, 
reduced in conversion years according to the reductions estimated by McCulloch, 
Interest costs were discounted at the rate of 6 per cent. 

9 This greater marketability was conceded by Newmarch (op. cit., p. 27). See also 
Hargreaves, op. cit., p. 113. 
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There may be an indirect advantage from selling below par, however. 
A new low-rate security might tend to lower the general interest rate 
structure and thus hasten the conversion of higher rate issues. Thus 
Hargreaves believes the offering of 24’s in 1853 was “‘ bold and original 
and may have had a favourable influence upon subsequent conversions 
of the 3 per cents.” Again, in 1927, the reasoning of the government in 
offering 34 per cent. Conversion Loan at 74¢ in exchange for maturing 
securities was to hasten the fall in average government yields.’ 

Experience during the early 20th century is no more favourable to 
explicit interest saving than during the 18th and 19th. Borrowing below 
par merely increased the size of the debt without evident current interest 
saving. In June, 1919, Funding Loan and Victory Bonds, both bearing 
a 4 per cent. nominal rate, were issued at prices of 80 and 85. The 
Funding Loan was callable between 1960 and 1990; Victory Bonds 
were redeemable by annual drawings at par, beginning September 1920. 
Their current yields were 5 and 4.7 per cent. respectively. The chance 
of early redemption at par together with acceptance for death duties 
resulted in the lower current yield on Victory Bonds.* Two and one-half 
per cent. Consols at the time stood at 534 for a yield of 4.7 per cent.* 
Because of its short maturity at a time when the Treasury yield curve 
was declining, the 5 per cent. War Loan redeemable 1929-47 stood at 
943 for a current yield of 5.3 per cent. and a yield to maturity of approxi- 
mately 5.4 per cent.° No appreciable interest saving by the sale of 
discount bonds is thus in evidence. 

It is the implicit saving of interest that provides an explanation for 
the use of discount bonds. In the 18th and 19th centuries government 
bonds were sold under conditions of oligopoly. Government loans 
were usually bid upon by four or five contractors at the most. Collusion 
of contractors was not prevented.* Chancellors of the Exchequer made 
numerous admissions of their frustration by the lenders. In discussing 
the terms of the loan of 1780 Lord North stated that he had wished 
to raise the sums required on a 5 per cent. security “‘ but that the monied 
men had objected”’.? He had finally been forced to borrow in 4 per 
cents. The supply of loanable funds curve for a 5 per cent. issue was 
perfectly inelastic at zero amount. In a sense an ‘ infinite’ amount 
of interest saving was achieved by issuing 4 per cents. The first war 
loan of the French War in March, 1793, resulted in tenders from only 
. one set of persons who declared their preference for 3 per cents.8 The 
impossibility of borrowing in anything but 3 per cents. throughout 
the war was stressed by Newmarch.® As recently as 1919, the London 

* Hargreaves, op. cit., p. 162. 

2 London Economist, September 17, 1927, pp. 464-65. 


5 Ibid, June 14, 1919, p. 1077. 

4 Ibid., p. 1091. 

5 Ibid. 

® Grellier, op. cit., pp. 4, 34; Newmarch, op. cit., pp. 73-4. 
7 Hargreaves, op. cit., p. 67. 


8 Jbid., p. 112. 
® Newmarch, op. cit., p. 3. 
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Economist defended the Funding and Victory Bonds because the 
Chancellor 
** would clearly have run a serious risk of failure if he had attempted 
to appeal to the investor on less favourable terms. Critics write 
as if there were only one party to the bargain, and as if the Chancellor 
could have named any terms he liked, and the public would have 
been bound to respond. Even in wartime, when the market was 
closed to all other issues, this was only partially true ’”’.1 


The Use of Lotteries 


English debt history during the 18th and early 19th centuries is 
rich in the lottery device. Forty-two lotteries held between 1694 and 
1784 were connected with debt operations.? Thirty-eight were held 
in connection with new borrowing; four in conjunction with conversion 
and debt retirement operations. Up to 1731, money was raised 
through the sale of lottery tickets. An amount of debt at least equal 
to the proceeds was offered as prizes. These lotteries can be referred 
to as ‘lottery loans’. In some cases, more than the proceeds of the 
lottery was funded. For example, in the first lottery of 1711, £1,500,000 
was raised by the sale of 150,000 lottery tickets at £10 each. Terms 
provided for repayment of this sum plus an additional sum of £428,570 
at the end of 32 years, both at 6 per cent. for 32 years.4 Similar methods 
of borrowing were followed, once again in 1711, twice in 1712 and in 
1713 and 1714. In the years 1748, 1759, 1760, prizes in some instances 
were paid in perpetuities. 

For the most part lottery loans appear to have been a relatively 
expensive method of borrowing. The effective rate on the loan of 1694 
was 11.5 per cent.; on the loan of 1710 and the first of 1711, 8.3 per 
cent.; on the second in 1711 and the two in 1712, 8.7 per cent. There 
is a continued fall thereafter toward the rate of 3 per cent. reached 
in 1726. This is shown in Table I. 

Debt operations between 1694 and 1784 can be subdivided into 
debt lotteries, other public loans, debt transactions involving the Bank 
of England, and those involving other companies. Of these, ‘ other 
public loans’ most nearly resemble debt lotteries in other respects 
and may be used to isolate the effects of the gambling concession. As 
shown in Table I, between 1715 and 1722 sums were raised by the sale 
of annuities (primarily perpetuities), to the public on considerably better 


17. ondon Economist, June 14, 1919, p. 3077. 

2 Compiled from the Report of the Commissioners, loc. cit., “ Lottery Loans ”’, 
pp. 178-93. Fora detailed discussion of the terms of these lotteries, see C. L’Estrange 
Ewen, Lotteries and Sweepstakes (London: Heath Cranton Ltd., 1932), chaps. v, vii. 

3 There is another and even larger category of lotteries devoted to revenue-raising. 
It is distinguished however by (1) not having any of the proceeds of the lottery or its 
connected loan funded, and (2) not having the value of the prizes as great as the 
proceeds of the lotteries. Forty-nine lotteries fall into this category, including six 
lotteries raising revenue for specific projects such as the construction of Westminster 
Bridge (Report of the Commissioners, loc. cit., p. 192). 

4 Ewen, op. cit., p. 163. 
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TABLE I 
Terms of Debt Lotteries, Other Public Loans, and Market Yields, 1694-17841 


Year* Eo Yield 


Yield on 3 
at per 
Issue cents.° 


WWWWWWWW BABB ABB N 


We 


1757 
1758 5,000,000 


1759 6,600,000 
1760 8,000,000 


1761 12,000,000 
1762 12,000,000 


1763 3,500,000 3,483,5534 
1766 


1 Sources : 

Debt Lotteries: Report of the Commissioners, loc. cit., pp. 178-93. 

Other Public Loans: Great Britain, National Debt Office, History of the Earlier 
Years of the Funded Debt from 1694 to 1786, C. 9010, Parliamentary Papers, 
Vol. LIT (1898) (London: H.M. Stationery Office, 1898), pp. 14-41. 

Market Yields: Grellier, op. cit., passim. 
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TABLE I—continued 


Debt Lotteries Other Public Loans Market 
Year® Yield 
on 3 
Amount Raised i per 
ES £s cents.° 
1767 1,500,000 3 3-4 
1768 1,900,000 3 
1770 1,253,700! 3 
1776 2,000,000 3-2 
1777 5,000,000 4:2 
1778 6,000,000 4:5 
1779 7,000,000 ploy? 
1780 12,000,000 5:7 
1781 12,000,000 5:5 
1782 13,500,000 6°8 5:6 
1783 12,000,000 4:6 
1784 6 5:2 6,397,0004 
1785 9,865,9424 


* Financial year ending September 29. 

>In many instances loans were raised by the issuance of a term annuity along 
with a perpetual annuity. It was necessary to convert this term annuity into a 
perpetuity in order that the yield at issue price on the sums raised could be deter- 
mined. This was done by capitalising the present value of the term annuities accord- 
ing to the nominal rate of interest on the regular perpetuities. If they were available, 
it might be preferable to use the market rates of interest rather than the nominal 
rates of interest for this purpose. It has been assumed also, that life annuities 
have an average term of 30 years. This has as its justification the alternative offered 
to subscribers in 1779 and 1780 of short annuities for 30 and 29 years instead of 
life annuities. 

Interest has been assumed to be payable annually although in the majority of 
cases it was payable semi-annually. The discount which was allowed for prompt 
payment of subscriptions has not been considered. 

© Market yield at approximately date of subscription to loan. 

4 Funding operation. 

© After elapse of 24 years, £4,500,000 of 34 per cent. annuities to be reduced 
to 3 per cent. 

! Yield on 34 per cents. 

£ After 21 years, £8,000,000 5 per cent. annuities to be reduced to 3 per cent. 

» After 19 years, £12,000,000 4 per cent. annuities reduced to 3 per cent. 

! Conversion of 5 per cents. into 3 per cents. in return for opportunity to parti- 
cipate in a lottery. 


terms than the lottery loans of an earlier period. Later lottery loans of 
1726 and 1731 were raised at approximately the same effective yields as 
the ‘ other public loans’ of 1722. Comparison in the same year is 
possible for 1719. Lottery loans were raised at 4 and 4.7 per cent. 
while public borrowing and funding took place at 4 per cent. 
Beginning in 1731, combinations of lottery loans and ordinary loans 
were introduced which can be designated as ‘ loan-lotteries ’. Twenty- 
five lotteries of this kind were held up to 1784. Up to 1748 loan- 
lotteries were unrelated combinations of ordinary*loans and lottery 
loans, apparently having only their legal authority in common. For 
example, in 1731, £1,200,000 was raised by the sale of £400,000 3 per 
cent. perpetual annuities and £800,000 of £10 tickets in a lottery 
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whose proceeds were funded in 3 per cents. The loan-lottery of 1745 
introduced life annuities as a new feature. In succeeding loan-lotteries, 
a common feature was the offering of life, short or long annuities.! 
Average yields at time of issue on ‘ other public loans’ and loan- 
lotteries are similar during this period except in 1745 and 1746. In 
those years the offering of life annuities resulted in the effective rates 
being 5.6 and 10.2 per cent. respectively on the lottery loans, as com- 
pared with 3 per cent. on other public loans.’ 

Beginning in 1748, subscription to an ordinary loan became the 
condition for participation in a lottery. In some instances lottery 
tickets were granted without charge. In these cases, the funding of 
the face-value of tickets in perpetual annuities, like borrowing below 
par, had the effect of increasing the amount of the debt beyond the 
amounts received. Most loan-lotteries, however, required cash 
subscriptions to the lotteries which were funded into debt obligations 
and given as prizes. The last eight lotteries, held annually beginning 
in 1777, similarly required payment but the proceeds of the lottery 
were distributed in their entirety as cash prizes. 

The changing terms of the loan-lotteries after 1748 reflect periods of 
peace and war. Between the War of the Austrian Succession and the 
Seven Years’ War yields, at time of issue, of 3 and 2.7 per cent. were 
slightly lower than the market yields on 3 per cents. The bulk of the 
loan-lotteries of the Seven Years’ War were floated at between 3.4 and 
4.1 per cent. Subsequently, rates fell only to rise to as high as 6.8 per 
cent. in the War of Independence. So expensive were the terms of 
the latter loan-lotteries that the Chancellor of the Exchequer received 
severe censure, and charges of corruption were filed. The yardstick 
of yields at issue price on ordinary public loans and market yields on 
3 per cents. indicates no decisive advantage either way. 

The most successful loan-lotteries were associated with conversion or 
debt reduction. In 1770, holders of £1,253,700 4 per cent. stock 
subscribed into 3 per cent. stocks and in return were given an oppor- 
tunity to participate in a lottery at reduced prices. Not only was 
interest saving thus achieved but the government also made a profit on 
the lottery. In 1772, holders of £1,500,000 3 per cents. accepted £90 
money for each £100 stock in return for the right to purchase tickets in 
a lottery. Debt redemption took place on even more favourable terms 
in 1774 and 1775. In all three cases a profit was made on the lottery. 

The government took great pains to assure the success of lottery loans 
and loan-lotteries. In the 18th century progressively more stringent 
regulations were taken to suppress private lotteries.4 Finally, in 1823, 


1 Report of the Commissioners, loc. cit., p. 187. 

* See Note (5) to Table I for method followed in determining interest rates where 
both perpetual and term annuities were involved. 

3 Hargreaves, op. cit., p. 70. 

“ The continued open defiance of the statutes led to the licensing of lottery office 
keepers in 1782. In 1793, seats at lottery drawings were carefully controlled so that 
only seed see lottery office keepers could attend (Report of the Commissioners, loc. 
cit., Pp. ‘ 
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opposition to gambling led to the abolition of all lotteries both state 
and private.! 

There was some revival of interest in debt lotteries in England in the 
20th century. While not actually tried, Premium Bonds were 
suggested during World War I as a means of encouraging the small 
investor to subscribe.* As defined by the Committee, they were bonds 
repayable by drawings at half-year intervals at substantial premiums 
above the issue price bearing cumulative compound interest at less than 
the market rate. All bonds not drawn, were to be repayable at par 
plus compound interest. Premiums would be accumulated out of the 
difference between the market rate of interest and the lower rate paid 
on the bonds.* The Committee concluded that the very small additional 
amounts that could be raised by this method did not justify such a 
contentious change in financial methods. 

The chance of getting rich evidently did not induce investors to 
accept lower rates on debt-lotteries than on ordinary loans. But it 
may have induced them to part with their money when they would 
not have subscribed to ‘ other public loans’ even at a considerably 
higher rate. While, on the surface, comparative rates of interest may 
make it difficult to understand why the Exchequer resorted to lotteries, 
this desire for implicit saving may offer the explanation. Debt lotteries 
originated with the beginnings of the national debt in 1694, a period 
of weak borrowing power. It can be surmised that in other periods 
such as the War of Independence, unfavourable financial conditions 
resulted in the abandonment of more orthodox techniques.® 


THE GAMBLE ON LIFE-EXPECTANCY 


In 1745 the offer of life annuities as part of English loan-lotteries 
introduced another element of chance. The investor could gamble on 
his own life expectancy or on that of a nominee. That a low value 
was placed on this gambling risk is shown by the loan-lotteries of 
1778 and 1779. Subscribers were offered the alternative of short 
annuities (30 and 29 years respectively), or life annuities of the same 
amount. Subscriptions to the short-term annuities were approximately 
50 times as great as subscriptions to the life annuities.® 


1 Report of the Commissioners, loc. cit., p. 185. In 1846, exemption from the 
lottery acts was granted to voluntary associations formed for distributing works 
of art (Great Britain, Royal Commission on Lotteries and Betting, 1932-33, Final 
Report, Cmd. 4341, Parliamentary Papers, Vol. XIV (1932-33) (London: H.M. 
Stationery Office, 1933), p. 8). 

2 In 1918, 1931 and 1932, unsuccessful attempts were made to reintroduce lotteries 
of the revenue type described in Note 3, p. 241. (R. D. Richards, “‘ The Lottery in 
the History of English Government Finance”, Economic History, Wl (January, 
1934), 57) 

3 Great Britain, Parliament, House of Commons, Report from the Select Com- 
mittee on Premium Bonds (London: H.M. Stationery Office, 1918), pp. viii-x. 
The report is reproduced as Appendix VIII in A. W. Kirkaldy, British Finance 
During and After the War, 1914-1921 (London: Sir Isaac Pitman & Sons Ltd., 1921). 

4 Tbid. 

5 Cf. Hargreaves, op. cit., p. 62. 

8 Report of the Commissioners, loc. cit., p. 189. 
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Beginning in 1808, the sale of life annuities was used to increase the 
funds available for debt retirement.1 In the 1830’s the fact that any 
person could be nominated as an annuitant, together with the high 
rate of annuity paid subscribers in the upper-age groups, resulted in a 
search for ‘“‘ hale old men ” throughout the country.” When specula- 
tion was stopped on annuitants over 65 years of age it began again 
with those under this age. Finally, in 1852, all deliberate selection of . 
nominees was banned. Continued revision of eligibility qualifications 
would indicate that life annuities were not a successful device for 
debt reduction and subsequent interest saving. 

Closely allied to the life annuity is the “‘Tontine”’.* It is a life annuity 
with a benefit of survivorship provision. As nominees die off, a fixed 
annuity is divided among the surviving annuitants. All three English 
Tontines, held in 1693, 1766 and 1789, were unsuccessful. Instead of 
the anticipated subscription of £1,000,000 in 1693 only £108,100 was 
subscribed, while the balance of subscriptions went to an alternative 
scheme, a 14 per cent. annuity on a single life. The second raised only 
£18,000. The third produced £422,955. It had been intended to raise 
£1,002,500, but a majority of the original subscribers became dis- 
satisfied with the Tontine and converted to long annuities.* 


CONCLUSIONS 


At present, in the United States, Canada and England, debt subscrip- 
tions are being attracted by devices which assure to the investor the 
safety of his principal. In the 18th and 19th centuries, in contrast, 
a chance to gamble was offered the English investor to induce him to 
purchase. The resultant saving in interest was more implicit than 
explicit. It did not result from the fact that securities with the gambling 
feature carried lower rates than ordinary securities. Rather it arose 
from obtaining funds which otherwise might not have been forth- 
coming at all or only at higher interest rates. 


Bowling Green State University, Ohio. 


1 Report of the Commissioners, loc. cit., pp. 205ff. 

2 [bid., “ Life Annuities ”’, p. 233. 

3 Named after Lorenzo Tonti of Naples who is supposed to have first proposed 
it to Cardinal Mazarin in 1653 (History of the Earlier Years of the Funded Debt 
from 1694 to 1786, loc. cit., p. 3). 

4 History of the Earlier Years or the Funded Debt from 1694 to 1786, loc. cit., p. 45. 
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A New Method of Relating British Capital 
Ownership and Estate Duty Liability to 
Income Groups 
By A. M. CARTTER 


In the past thirty years a number of attempts have been made to 
determine statistically who pays the various taxes in Great Britain.’ 
But while it has been found possible to allocate with a fair degree of 
accuracy the burden of most taxes to persons grouped by income 
classification, a difficulty has always arisen in finding an adequate basis 
for relating to persons, classified in this manner, the ownership of 
capital and the payment of estate duties. In this article it is proposed 
to estimate the total private capital for 1947-49,” and to attempt to 
allocate both capital and estate duties to income groups by a method 
based on recently published information contained in the Inland 
Revenue reports. Part I will be an estimate of private capital by size 
of estate (capital holding), using the same methods adopted by Campion, 
Barna and Langley in recent years.* Part II will attempt to relate 
estates by size to incomes by size, and to estimate the holdings of 
capital and the payment of estate duties by income groups. 


I 


The “estate method” of estimating total private capital is well 
described in the sources mentioned above, so only a brief summary 
of the technique will be given here. This method assumes that Inland 
Revenue data giving the number and value of estates falling-in in any 
year or series of years can be viewed for each age and sex group as 


1 See, for example, Lord Samuel’s “‘ The Taxation of the Various Classes of 
the People” (Presidential Address), J.R.S.S. (1919), pp. 144-182; ‘* Report of 
the Committee on National Debt and Taxation ” (Colwyn Committee), Cmd. 
2800 (1927); Jones, D. C., “ Pre-war and Post-war Taxation ”’, J.R.S.S. (1927), 
pp. 685-718; Sandral, D. M., “ The Burden of Taxation on the Various Classes 
of the Community ”, J.R.S.S. (1931), pp. 83-94; Clark, C., National Income 
and Outlay (1938); Shirras, G. F. & Rostas, L., The Burden of British Taxation 
(1942); Barna, T., The Redistribution of Incomes in 1937 (1945); Seers, D., The 
Levelling of Incomes since 1938 (1951); Cartter, A. M., The Redistribution of 
Income in Post-War Britain (due late 1953). 

2 Defined as the net monetary value of all personal goods, and claims against 
business and government. Private capital is therefore greater than the value of 
physical assets by the inclusion of the value of insurance policies, the government 
debt, etc. 

3 Campion, H., Public and Private Property in Great Britain (1939), pp. 1-24; 
Barna, op. cit., pp. 259-71; Langley, K., ‘‘ The Distribution of Capital in Private 
Hands in 1936-38 and 1946-47”, Bull. of the Ox. Inst. of Stat., Vol. XII, pp. 
339-59 and Vol. XIII, pp. 33-54. See also: Mallet, B., ““ A Method of Estimating 
Capital Wealth from Estate Duty Statistics”, J.R.S.S. (1908); Daniels, G. W. & 
Campion, H., The Distribution of National Capital (1936). 
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random samples of the number of living persons possessing capital and 
the value of that capital. Thus, if one knows the age and sex composition 
of groups leaving estates of different size classifications, by reference to 
the appropriate mortality rates for those individuals one can determine 
the average probability of death within one year for persons in each 
estate size classification. Barna has called this the “ rate of risk func- 
tion ”’,! and the reciprocals of these rates of risk may be used as multi- 
pliers to estimate the total number of capital holdings and their value 
for each estate group. Summing the value of capital holdings for all 
classifications of estates gives an estimate of total private capital. 

In estimating total private capital for 1947-49, two difficulties arise 
in determining the appropriate multipliers for each estate range. First, 
since the war the Inland Revenue has not published statistics giving 
the age and sex distribution of persons leaving estates. Therefore, it 
must be. assumed that there has been no change since 1938-39 except 
that which is reflected in the relative change in the number of deaths 
in each age and sex group. In the estimates which follow, the course 
adopted by Mrs. Langley in her estimate for 1946-47 has been 
followed.” The number and value of estates falling-in in each age 
and sex group in 1938-39 has been increased or decreased by the per- 
centage increase or decrease in the number of deaths in that group 
between 1938-39 and 1947-49. This adjustment takes into account 
the fact that with the decline in the civilian death rate over the last 
decade, the average age of persons leaving estates would be expected 
to be one to three years higher.? ; 

The second difficulty is that no information on social-class mortality 
rates, as differentiated from general mortality rates, is available other 
than that used by Campion in his pre-war estimates. His figures— 
i.e. the mean (%) difference between these two rates at various age levels 
—were based on information from the 1931 census.  Social-class 
mortality rates are preferable for the purpose at hand, for they reflect 
the fact that the average probability of death for persons in higher 
social strata (which presumably correspond roughly to income classi- 
fications) is somewhat lower than for the community as a whole, due 
to better living conditions and health provisions, fewer occupational 
hazards, etc. Faced with this problem one can either accept the 
bias inherent in general mortality rates as Mrs. Langley has done, or 
adjust current general mortality rates on the basis of the differences 
between general and social-class mortality rates at the time of the 1931 
census. This latter course, with modification, has been chosen here. 

1 Barna, op. cit., p. 260. 

2 Langley, Joc. cit., Vol. XII, p. 340. 

’ If there has been no change in the average age at which one has children, 
this is merely another way of saying that the average generation has increased 
in length by roughly one to three years. It should be noted, however, that this 
adjustment implicitly assumes that even though persons inherit capital at a slightly 
greater age, the value of inherited capital is not affected by this longer generation, 


ie. there is no further appreciation or depreciation in the value of estates during 
this added period. 
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Assuming that with the improvement of standards and services of 
public health over the last fifteen years the differences between these 
two sets of mortality rates have diminished, the mean (%) difference for 
1931 has been halved for each age group, so that it ranges from a 74 per 
cent. difference for age 25-34 to zero at age 85.1 The estimate of 
total private capital in Table I is therefore approximately 3.5 per cent. 
greater than if general mortality rates had been used throughout. 

The number and value of estates falling-in in any single year may 
not be exactly typical of the period, so an average for 1946-50 has 
been used in columns | and 2 of Table I. In column 3 the estate 
multipliers resulting from the determination of the appropriate rates 


TABLE I 
Total Private Capital 1947-49. 
Average Estates 


Falling-in, 1946-50 Estate Total Private Capital 

Size of Estate Number Value Multiplier Number Value 
(£000) (£ mn.) (£ mn.) 
Winders). — — 19,632,665 883 
-1--5 ne 92,000 27 0 71-43 6,571,430 1,928 
5-1 35,000 29-0 53-48 1,877,000 55h 
1-2 26,000 32-0 46-30 1,203,700 1,481 
2-5 29,030 101-1 40-82 1,184,900 4,126 
5-10 4,644 110-6 34-84 510,240 3,854 
10-15 5,609 72:7 33-67 188,850 2,448 
15-20 2,908 52-7 33-11 96,290 1,745 
20-25 1,660 39-3 32-05 53,205 1,260 
25-50 3,286 117-4 29-85 98,090 3,504 
50-100 1,390 98-1 27:78 38,610 25125 
100-200 .. 493 67:9 25°77 12,706 1,750 
200-300... 128 30-3 24-87 3,184 754 
300-500 72 27-1 24:10 1,735 653 
500 and above $2 54-3 22-94 1,193 1,245 
212,272 859-5 (33-74) 31,473,798 29,907 


of risk are shown. Some liberty has been taken in the use of the 1938-39 
data concerning sex and age distribution of persons leaving estates, 
to provide size classifications of capital which are more useful. Estates 
between £10,000 and £25,000 and above £100,000, have been split into 
smaller ranges, and the multipliers have been estimated for these 
narrower ranges. The number and value of total private capital 
holdings, however, are not affected by this change. 

Estates of less than £2,000 are not liable to estate duty, so capital 
holdings in this range have been determined more arbitrarily. The 
number and value of estates between £100 and £2,000 has been estimated 
by extrapolation, using the average of estates in this range falling-in 
between 1938 and 1946. In effect, the average number of estates 
falling-in in these years has been multiplied by 1.73, and the average 


1 See Campion, op. cit., pp. 14-16, or Barna, op. cit., p. 259, for an enumeration 
of these differences for various age and sex groups. 


250 ECONOMICA [AUGUST 


value by 1.55. For estates below £100 there is no information to act 
as a guide, so, following the usual practice, the number of such holdings 
has been assumed equal to the residuum of the over-25 population. 
Since many of these approximately 20 million persons possess little 
or no capital in their own right, the average holding in this group has 
been assumed to be £45. This gives a total for private capital in Great 
Britain in 1947-49 of £29,907 mn. 


TABLE II 
Estimates of Private Capital 
Langley, 1936-381 Barna, 1937? 
Size of Holding Number Value Number Value 
(£000) (000) (£ mn.) (000) (£ mn.) 
Under -1 Ae 19,190 1,015 — — 
‘1-1... oe 4,548 2,208 5,625 2,360 
1-5 -.. oes 1,294 3,348 1,480 3,580 
5-10 .. BR 231 1,931 293 2,190 
10-25 .. sie 156 2,813 195 3,110 
25-100. . me 70 3,694 90 4,090 
100 and above .. 13-1 4,304 14-7 3,610 
25,502 19,313 7,700 18,940 
Langley, 1946-47} 1947-49 
Number Value Number Value 
(000) (£ mn.) (000) (£ mn.) 
Under -1 ni 18,892 1,132-5 19,633 883 
05 a ees 52 8,441 2,958 8,448 3,479 
1-5 ae ve 2,706 5,832 2,389 5,607 
5-10 ve me 420 3,070 510 3,854 
10-25... Be 279 4,435 -5 338 5,453 
25-100 .. A 117 5,223 137 6,229 
100 and above .. 16°8 4,501 18:8 4,402 
30,872 27,152 31,474 ~ 29,907 


In Table II the 1947-49 estimate is compared with that made by 
Barna for 1937 and Mrs. Langley for both 1936-38 and 1946-47. The 
comparison of the two post-war estimates is interesting, for it appears 
to show an unlikely situation; namely, that the number of estates 
in all ranges above £5,000 has increased markedly in the two-year period. 
In these days of extremely high death duties such a trend is most improb- 
able. The choice of 1946-47 for comparative purposes, however, is 
somewhat unfortunate, for the number of estates liable to duty was 
12 per cent. less than the average for 1946-50 used in this study, and 
the value of these estates 24 per cent. less. The use of social-class 
mortality rates for the more recent years has also helped to make the 
increase in total private capital appear greater than it actually has 
been. 

1 Langley, Joc. cit., Vol. XII, pp. 351-4, Vol. XII, pp. 40-3. The figures used 


in Table II are Mrs. Langley’s mean figures. 
2 Barna, op. cit., p. 260. 
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Estate Duty liability for 1947-48 and 1948-49 averaged £155-9 
million, according to Inland Revenue Reports.! Liability by estate 
range is estimated in Table III, the effective rates shown, in those cases 
where more than one rate was applicable to a capital range used in 
this table, being average rates weighted by the amount of capital in 
each sub-range. 

Tables I and III have estimated total private capital and annual 
estate duty liability by estate classification. In the following section 
the ownership of capital and payment of estate duties will be related 
to persons grouped by income classification. 


TABLE III 
Estate Duties 
Estates Falling-in, and Average Annual Liability, 1947-49 
Total Estate Estate Duty 
Size of Estate Value Duty Liability 
Rate 
(£000) (£ mn.) (%) (£ mn.) 
1-2 ae AR a ty 32:0 a cone 
2-5 Se af ae Ap 101-1 1:2 1:21 
$2109 2 ae Ap An 110-6 3:2 3-54 
10-15... oe e se 72:7 6:5 4-73 
15-20... a Ss Ae Spasy! 10:0 5-27 
20-25... a sr A 39-3 12-0 4-72 
25-50... 7 os sh 117-4 17:1 20-08 
50-100 .. Ss ve ate 98-1 27:2 26°68 
100-200 .. a ee ys 67°9 36°6 24°85 
200-300 .. as ate e. 30:3 46-1 13-97 
300-500 .. Pe Be Es 27°1 55°1 14-91 
> 500 aes ar ea Se 54-3 66:1 35-89 
803-5 (19-38) 155-85 
II 


In allocating private capital and estate duties to income groups, it is 
assumed that estate duties fall on the deceased rather than on the 
beneficiaries of an estate. In this sense, death duties may be considered 
as an annual tax on capitalised income. They are an unavoidable 
burden which must be paid once in a generation, and presumably 
every estate owner anticipates them and makes different decisions 
during his life as to amounts saved, relative holdings of different types 
of securities, insurance, gifts, etc., than he would make if he expected 
no death duty on his estate. This assumption is necessary in correlating 
estates with income ranges. 

To attribute the ownership of capital and the payment of estate 
duties to persons grouped by income classifications, some relationship 
between capital and income must be found. Barna allocated death 
duties for 1937 by estimating the yield on capital by size of holding 
so as to convert capital amounts into their respective annual investment 


1 Cmd. 8052 of 1950, Table 106. 
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incomes.! Then, by pairing off investment incomes estimated in this 
manner with unearned incomes reported for tax purposes, he related 
the ownership of capital to income groups. This, however, is a some- 
what unrealistic method, and while it gives satisfactory results in 
estimating the aggregate capital possessed by each income group, it 
does not give an accurate picture of the distribution of the various sizes 
of holdings, and therefore of the payment of death duties. His method 
attributes a rather narrow range of capital holdings to a narrow range 
of incomes, and all estates within that range are assumed to belong 
to persons in that income group and that group only. Barna recognised 
this objection, concluding that ‘‘ while the error in finding the capital 
grades can be great, the error in the amount of capital in a given income 
grade will probably be small. To every income group there corresponds, 
in fact, a much wider range of estates than suggested, but it seems 
reasonable to assume that on the average greater estates correspond 
to greater income”’.? But even if the error in estimating the amount 
of capital possessed by each group is small, the error in allocating estate 
duties may be quite large. This would be true because of the graduation 
of estate duty rates, estates above and below the narrow range attri- 
buted to a particular income group being liable to duty at quite different 
rates. Estate duties on the highest income group(s) are automatically 
over-stated, and the burden on lower groups tends to be under-stated. 

Another disadvantage inherent in Barna’s method is the danger of 
magnifying any inaccuracies in the estimates of the yield of capital 
and in the tax data on unearned incomes. Since the pairing-off process 
works with cumulative investment incomes from the highest ranges down 
to the lowest, a relatively minor error may result in a more serious 
mis-statement of the duty on the lower income grades. 

To avoid these difficulties, the method introduced here relies on the 
relative distribution of investment incomes reported for tax purposes, 
so that the problem of incomplete tax returns is minimised. Beginning 
with their 1948-49 report, the Inland Revenue has published tables 
relating investment incomes by range to (gross) income groups, above 
£2,000. This has been done for the Special Contribution returns relating 
to 1947-48 incomes, and surtax returns relating to 1948-49 incomes.* 

Analysing these two tables for investment incomes, for example, 
ranging between £12,000 and £15,000, it can be found that about 9 
per cent. of such income was received by persons with gross incomes 
above £20,000, and 91 per cent. by persons with gross incomes between 
£10,000 and £20,000. Estimating the yield of capital at 3.65 per cent.,* 
the investment income range of £12,000-15,000 should correspond to 


1 Barna, op. cit., p. 267. 2 Op. cit., p. 268n. 

5 Table 102, Cmd. 8052, and Table 45, Cmd. 8103 of 1951. The Special Contribu- 
tion table relates the number of investment incomes to gross income groups, while 
the surtax table relates both the number and the amount of investment incomes 
to gross income groups. By finding the average income in each investment income 
grade in the latter, however, the Special Contribution table may also be used to 
estimate the amount of capital in each gross income grade. 

4 See Appendix for an estimate of the yield of capital. 
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a capital range of approximately £330,000-410,000. Therefore 9 per 
cent. of the capital in this range should belong to persons with incomes 
above £20,000, and 91 per cent. to persons with incomes of £10,000- 
20,000. This procedure can be followed for all investment and gross 
incomes above £2,000. In Table IV, the percentage distribution of 
investment incomes by range (and equivalent amounts of capital by 
range) amongst gross income groups is shown for 1947-49 in the area 
above the horizontal line. The Special Contribution data for 1947-48, 
and surtax data for 1948-49, have been averaged. The former is 
assumed to be about 70 per cent. complete, and the latter not more 
than 83 per cent., but if the returns summarised in the tables are good 
samples of the final returns, this is sufficient. 

Below the level of £2,000, the estimated distribution of investment 
incomes, capital, and death duties is more difficult because no infor- 
mation on the relation of investment to total income has been published 
since 1938-39. However, for investment incomes of less than £2,000 
(capital holdings of less than £55,000) received by persons with total 
incomes exceeding £2,000, a close estimate can be made. In this case 
the amount of investment income in each grade is known,! and if we 
assume an average yield of capital for each grade these known amounts 
of investment income may be converted into terms of capital holdings. 
Since we also know the total amount of capital in each grade represented 
by investment incomes of less than £2,000 from Table I, the percentage 
distribution of capital in grades of less than £55,000 can be found. 
These percentages are shown in Table IV below and to the left of the 
two dividing lines. 

Below gross incomes of £2,000, the distribution of capital can only 
be estimated using the pattern established for incomes above that level. 
The distribution of capital and estate duties amongst incomes under 
£2,000 must therefore be accepted with caution.” It should be pointed 


1 Assuming Special Contribution and surtax data to be 70 per cent and 83 per 
cent complete, respectively, the total investment income for each investment income 
grade can be estimated. 

2 A partial cross-check on the assumed distribution of capital in these lower 
income groups can be made. Once the amount of capital owned by each group 
is found (Table V), these capital amounts can be converted into corresponding 
amounts of annual investment income at rates of yield estimated in the Appendix. 
By comparing these investment income estimates with total income reported for 
tax purposes, the percentage of investment to total income for each income range 
can be determined. If the estimate of capital distribution is a close approximation, 
one would expect to find investment income being a smaller percentage of total 
income, the lower the total income. On the basis of the capital distribution in 
Table V, the following are the estimated percentages of investment income to 
total income for 1948-49, 


Income Range % Inv. Income Income Range % Inv. Income 
Above £20,000 as ied 1,000-2,000 Act 16-7 
10,000—20,000 ae 38-8 500-1,000 at 15:7 
5,000—10,000 sie 35-0 250-500 we 10:4 
3,000-5,000 ‘7 28°4 <250 50 5-8 
2,000-—3,000 ie 22:8 


This distribution appears to follow the pattern one would have anticipated on 
the basis of the known distribution in 1937-38. 
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out, however, that only 124 per cent. of all estate duties fall within 
this range, so the margin of error is probably small in the allocation of 
death duties, although considerably larger in the distribution of total 
private capital. The percentages to the right of the vertical line in 
Table IV are those which must be considered least accurate. 

Applying the percentages in Table IV to the capital and estate duty 
data from the previous tables, their distribution by income groups 
can be found. In Table V the distribution of total private capital is 
shown. Reading this table horizontally, aggregate capital in each 
capital grade is distributed amongst income groups. Vertically, Table V 
indicates the size distribution of capital holdings for each income group. 
If desired, this table could be converted into a vertical (°%) distribution 
table, the counterpart of Table IV, showing the relative holdings of 
capital, by size, for each income group. For example, it would show 
that of private capital belonging to persons in the £10,000—20,000 
income group, 75 per cent. was in holdings of £220,000 or greater, 21 
per cent. in holdings of £55,000-220,000, and only 4 per cent. in holdings 
of less than £7,800; for the £1,000-2,000 income group 71 per cent. 
of capital was in holdings of £27,500—55,000, 15 per cent. in the £7,800— 
27,500 capital grade, and 14 per cent. in holdings below £7,800; etc. 
The distribution of estate duties, presented in Table VI, may also be 
viewed in this manner. 

Table VII summarises the two foregoing tables. Here it is seen 
that 60.1 per cent. of all private capital was owned by persons with 


TABLE VII 

The Distribution of Private Capital and Estate Duties, by Income Group, 1947-49 

Income Private Capital Estate Duties Estate Duties as % of : 
Range (£ mn.) (%) (£ mn.) (%) Capital Invest. 
(£000) Income 
<~25... 2,943 9-8 81 OF 03 -90 
-25-—'5 8,197 27:4 4:26 2:6 05 1°57 
-5-1.. 6,855 22-9 13-44 8-5 20 5-60 
i Ee 3,493 11-7 18-02 11-6 51 14-65 
I as 1,780 6:0 12-64 8-1 71 20-06 
3-55 2,096 7:0 19-55 12:5 93 26:07 
5-10 .. 2,012 6:7 26-35 17:0 1:32 36-60 
10-20 .. IA 4-1 24-21 15:5 1:98 55:08 
0m es 1,314 4-4 36:57 23°5 2:78 76:19 
29,907 100-0 155-85 100-0 (-52) (14-91) 


incomes of less than £1,000, while this group only accounted for 
11.8 per cent. of all estate duties in 1947-49. On the other hand, 
56 per cent. of estate duties arose on the 15.2 per cent. of capital 
belonging to persons with incomes exceeding £5,000. In column 5 
estate duties are calculated as a percentage of total capital for each 
income group, and in column 6, after the estimation of annual invest- 
ment incomes, estate duties have been expressed as an annual rate on 
that income. 
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Ill 


The Inland Revenue data have been used to provide a new method of 
estimating the relative distribution of capital and estate duties amongst 
income groups. The method developed here can also be used for 
other purposes. Not only can the number, as well as the value, of 
capital holdings be estimated for each income group, but also the 
Inland Revenue data classifying property of estates falling-in can be 
adapted to determine the ownership of shares, government securities, 
insurance, and other forms of property, by income grades. This 
should be useful in allocating to income groups the burden of other 
taxes which are directly related to personal capital holdings rather 
than income. For example, a levy such as the Special Contribution 
can be quite accurately allocated to income groups, the Profits Tax 
to shareholders, Schedule C income tax to holders of government 
securities, certain local rates to owners of property, etc., on the basis 
of this method. When the Inland Revenue again publishes a complete 
breakdown of the ownership of estates falling-in by age and sex group- 
ings, and an analysis of earned and unearned incomes for all income 
ranges, it will be possible to make a more accurate estimate of capital 
ownership and estate duty liability by income groups. 


APPENDIX 


To relate investment income ranges to estate ranges a yield function 
must be introduced. The method used by Barna has been adopted 
here.! First, average yields of various types of capital have been 
estimated for 1947-49.2. Secondly, Inland Revenue data classifying 
property of estates falling-in have been used to determine the relative 
holdings of these types of capital in each estate range. Combining 
these two sets of information one can estimate the average yield of 
capital for each estate range, weighted by the amounts of different types 
of capital held by each estate group. In translating investment income 
ranges into equivalent estate ranges, the resulting yield estimates are 
3 per cent. for estates of less than £7,800, 3.5 per cent. for estates of 
£7,800-14,300, 3.6 per cent. for estates of £14,300-110,000 and 3.65 
per cent. for all estates above £110,000. On the basis of these yield 
estimates, estate ranges corresponding to investment income grades are 
shown in Table IV above. 


Duke University, North Carolina. 


1 Barna, op. cit., pp. 262-65. 

* These are: British government securities—2-9 per cent. (the average 1948 
yield of National Savings Certificates, Consols, 34 per cent. War Loan, and 3 per 
cent. Savings Bonds, weighted by the relative amounts in private hands); other 
government securities—3-+21 per cent.; Shares—4:3 per cent.; Cash—1-04 per 
cent.; Mortgages—5 per cent.; Land—4-6 per cent.; House Property—6 per 
cent.; Ground Rents—4:5 per cent; other Realty—5 per cent.; and other 
Personalty—3 per cent. 

8 See Table 112, Cmd. 8052. The 1948-49 classification has been used since 
similar information is not available for 1947-48, 
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A Refutation of Mr. Bernardelli 
By KELVIN LANCASTER 


In a recent issue of this journal,! Dr. H. Bernardelli attempts what 
he describes as ““ A Rehabilitation of the Classical Theory of Marginal 
Utility’. Far from rehabilitating the theory, however, he does nothing 
for it, and merely baffles the unsophisticated reader with specious 
and misleading mathematics. 

Once before, also in this journal,? Dr. Bernardelli attempted to 
rehabilitate the classical theory of marginal utility, by constructing and 
manipulating some rather forbidding mathematical functions. In 
this case, his attempts were criticised by Professor Samuelson. ? 

It would be very neat for parts of economic theory if only the classical 
marginal utility approach did not suffer from the disabilities emphasised 
by the modern value theorists. However, it does suffer from those 
disabilities, and there is nothing that Dr. Bernardelli, or anyone else, 
can do about it. 


I 


The basic objection of modern value theory to the classical approach 
has been the inability of the latter to be formulated in terms independent 
of the particular measure of “ utility ” which is chosen. 

In particular, if we replace U(é, 7) by any monotonic transform 
(U), where 6’>0, we have 

of 0U 

a — 2 
so that the first order derivatives of have the same sign as those of U. 
The second order derivatives do not necessarily possess the same signs, 
for 


om n0U ,0°?U 
oe = oe + Pixar oe 


2 
The properties of diminishing marginal utility (Gr < 0) and of 


substitution (Se Fr <a 0) are not, therefore, independent of the 


measure of utility. 
II 


Dr. Bernardelli proposes to overcome this objection by the use of 
a function f[(a, 8); (x, y)] defined as 
fla, 8); (&% y= Ulat+x, B+y)- UC, 8). 
259 
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Taking a quadratic form for the utility function, which he claims 
“* does not affect the generality of the argument ” (we shall see differently 
below), Bernardelli goes on to show that all the ordinary utility pro- 
perties, expressed in first and second order derivatives of U in classical 
theory, can be represented by first order derivatives of f [(a, 8); (x, y)]. 

Since first order derivatives are invariant in sign under a monotonic 
transformation, the functions f can be so transformed, and therefore a 
purely ordinal index of utility, whose properties give the correct classical 
“results ”’, can be based on his f-function. 


III 


The clue as to where lies the fallacy in Dr. Bernardelli’s mathematics 
can be grasped by merely contemplating his function. This is defined 
so that 

f(a, B); &% y= Uat+-x, B+ y)-U(a, 8). 

Since f is the difference in utility between two points, it is clear 
that, in the limit, as x and y approach zero, differentials are involved. 
Dr. Bernardelli skirts this potential showdown by keeping well away 
from infinitesimal movements. 

He starts with Edgeworth’s quadratic utility function 

U(E, n= — a&? + 2hEn — by? + 2gé+ 2k 
and derives his equations, as follows: 


1) Fhe BON = alas) + het el= (Fe), 


0g =at+x 
0, y)] aU = B. 
(2) Fhe ( J, YI = 2[- b( B+ y)+ha+k] = =) 
2 2 g=B+y 
(3) a9: 4.9) =-2a= Fe 
(4) ie OO) 25 = 
of [(a, 8); 1, 9)) a [(a, B); (, 1] a2 
©) SBR: ce eae ee 


Any reader who checks the working of this system of equations will 
find it quite correct in the purely algebraic sense. Where, then, lies 
the fallacy ? 

Take equations (3) to (5), and note that the increment chosen for 
x or y is exactly unity. This looks suspicious, and indeed it is. If 
we consider an increment e, then we obtain 

af (a,B); (6 O)_5,_ .# 
0p £0 * 


Quite a different matter ! 
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IV 


The whole matter can be cleared up quite simply by taking ourselves 
back to the fundamental definition of a derivative. 
By definition, 
of (a, 8); 1,9) Lim. f[(a,B+A); U1, )1-fI@, B); 1,9]. 
op AB->0 AB 


F(a, B+AB); C, 0)J= Ua +1, B+Ap) - Ula, B+A8) 


F{(e, B); CA, l= Uee+i, p) - Uva, p) 
so that, after re-shuffling terms, 
f (a, B+A8); 0, 9) SU, A); C1, Ol= [Ueti,p+ap) - Vat, p) 
— [U(a, p+Ap) — Uoa, p))- 
Dividing by /A\8 and taking the limit, we therefore obtain 


(6 Pie B: U0) 


Now, 


and 


fi) r) 
= 3B [U(a +1, p)] - ap [U(a, p)] 


ae) aN 
—\OnJtaat1 \OnJe— a. 


That is, the Bernardelli derivatives in equations (3), (4) and (5) express 
the differences in the marginal utility of 7 at points where & differs 
by a finite amount. 

However, we did see that in (5) the Bernardelli derivative equalled 
em . Since this is a case of equality, not identity, we need to search 
for the conditions that bring it about. 

Clearly, we must have 


cele aloes, 

On Je=ati \OnJe=a \OEOn/E=a. 
atl 
mie 
on On Jé=at1 \On Je—a 


: U 
and this must be equal to ( A ya ie 


Now, 


f=a 
tie 
*U 
Similarly we must have J — = (Fa %) 
f Bean CN Geo ae 
B 
: Det ele 
It is obvious that this can only occur if — is not a function of 


0f0y 
é or », and if the limits of integration differ by exactly unity. 
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Therefore, in order for the Bernardelli derivatives to be equal to 
the corresponding second order derivatives of U we must have: 


(a) the distance between the comparison points to be unity, which 
therefore makes this choice of distance dependent on the chosen 
utility measure ; 


(d) P must be independent of é or », restricting the utility 
function, in general, to one of no higher degree than the second. 

The second of these conditions shows clearly that the choice of a 
second degree utility function does affect the generality of the argument, 


contrary to Dr. Bernardelli’s assertions. 


V 


We can sum up the main comments on the Bernardelli equations 
(1) to (5) as follows : 


(i) The equations (1) and (2) are not in dispute. They merely arrive 
at the ordinary marginal utilities, which are not a disputed point in 
the classical theory, since their sign is invariant in regard to choice of 
utility index. 

(ii) The equations (3), (4) and (5), which form the crux of the 
argument, are shown to benefit the classical theory not at all, since the 
Bernardelli derivatives are only capable of interpretation in the classical 
theory (i.e. are only equal to the classical second order derivatives) 
for a quadratic utility function and a unit change in the variables. 


In short, Dr. Bernardelli has introduced functions which not only 
have no advantages not already possessed by the simpler traditional 
treatment, but have extra disadvantages of their own. All the objections 
of modern value theory to the classical marginal utility approach hold 
even more strongly than Dr. Bernardelli’s attempted juggling of it. 


Research Service, Sydney, N.S.W. 
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Ricardo’s Correspondence’ 
By T. W. HUTCHISON 


J 


With these four volumes of Correspondence, the Sraffa Edition of 
Ricardo soars to a remarkable climax. In the first place, we have 
here the richest of Mr. Sraffa’s well-deserved finds, tracked down in 
long untouched boxes in the lumber-rooms of remote country-houses. 
317 of these 555 letters are here printed for the first time. But, more 
than that, these volumes of letters now make up a whole vast document 
to which there can, surely, hardly be a parallel in any other branch 
of philosophy, science, or intellectual enquiry, and which provides an 
inexhaustible, richly variegated field of study, a «rqjua es aet, for 
students of political economy and the history of ideas now and in 
the future. ; 

In fact, because of the unique character of this Correspondence as 
a whole, there is now a good case for approaching Ricardo’s works 
not as primarily the Principles, plus some important Essays, in the 
arduous study of which we may look for much needed elucidation 
and commentary to his Correspondence; but rather as primarily 
the Correspondence, for the fuller appreciation of which it is necessary 
to equip oneself by an acquaintance with the Principles and Essays. 

The letters are arranged, not by separate correspondents but in 
chronological order, the reader being “‘ thus placed, as it were, behind 
Ricardo’s desk at Gatcomb Park ” (Vol. VI, p. xiv) and reading them 
““as Ricardo writes or receives them”. And this is certainly the right 
perspective for the reader, because though only slightly over half of 
these pages are from his pen, it is to Ricardo (and now to Mr. Sraffa) 
that the whole is owing. There is no record of any comparable corres- 
pondence between any pair of the others. But, through the Sturm und 
Drang of the second decade of the 19th century—the Ricardian decade 
—the heavy-handed, dyspeptic James Mill, the polite but persistent 
Malthus—(apt, his opponent believed, seriously and publicly to mis-. 
represent him)—the eager, fanatical McCulloch, and the admirable but 
inexpert Trower, were induced or inspired to keep up the flow of varied 
discourse, sometimes profound and often revealing, by the personality 
and intellect which shine out on Ricardo’s side of the Correspondence. 

However, it may be worth insisting on the contrast between Ricardo’s 
candid, tolerant, open-hearted personality, and a certain blinkered 


1 The Works and Correspondence of David Ricardo, Vols. VI—IX. Edited by 
Piero Sraffa. Cambridge University Press. 1952. 24s. per volume. This review 
has been condensed and written up from a talk delivered to the Economics Society 
of the University of Southampton in January 1953 (See my “‘Some Questions 
about Ricardo,” Economica, November 1952, for review of Vols, I—V.) 
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narrowness of intellectual vision, almost like a physical defect of 
eyesight. It is not, of course, that one blames him for failing to 
agree with Malthus on effective demand, or with Say on utility and 
value. Certainly there were defects in their formulations. But that 
Ricardo seems to have been almost completely blind to any trace of 
rightness, on any reasonable assumptions, in their ideas—which had 
seemed before and now seem again to a majority of economists to be 
sounder in their general line of approach than Ricardo’s—points, 
surely, to a very serious failing. 

Highly abstract economic analysis, financial and banking history 
and theory, the politics and philosophy of classical political economy, 
the reformist aspirations of philosophic radicalism, and the political 
gossip and ‘ period ’ social detail of the decade, all these special interests 
may be followed out in these volumes. But what we would regard 
as their main interest derives from the precious raw material of intel- 
lectual biography which they contain with regard to a group of 
immensely important and influential minds. Turning through these 
volumes one finds set out before one how piece by piece a whole 
comprehensive politico-economic philosophy or ideology is assembled : 
from a taken-for-granted generalisation about the contemporary 
world; from a drop-by-drop infusion of political principle or prejudice 
giving the colour to the whole concoction; from the crucial twists of 
definition which give at least the appearance of a firm logical shape; 
and from the “inarticulate major (or minor) premises ”’, the vaster part 
of which, as with icebergs, are usually lying deep below the surface. 
Ricardo notes at one point that “ nothing should be suppressed which 
tends to elucidate the history of the human mind”. This might be a 
suitable motto for this whole collection. 

It does not seem, on a first reading, that the new letters bring a 
great deal which is new—certainly not in proportion to their numbers— 
on the subjects of the more theoretical economic problems discussed. 
The new letters do make much less easily tenable certain influentially- 
held interpretations, or over-interpretations, of Ricardo’s thought: 
for example, as Mr. Sraffa has gently but firmly insisted in his Introduc- 
tion to the Principles, the view of Hollander and others that Ricardo’s 
thought on the problem of value may be seen as a fairly straightforward 
advance (or retreat) from a cruder (or purer) labour theory of value to a 


* A contemporary observer (J. L. Mallet), quoted by Mr. Sraffa, very acutely 
noted this contrast in Ricardo: “It is impossible to be in company with Ricardo 
and not to admire his placid temper, the candour of his disposition, his patience 
and attention, and the clearness of his mind; but he is as the French would express 
it ‘ hérissé de principes’, he meets you upon every subject that he has studied with 
a mind made up, and opinions in the nature of mathematical truths. He spoke of 
Parliamentary reform and vote by ballot as a man who would bring such things 
about, and destroy the existing system tomorrow, if it were in his power, and without 
the slightest doubt as to the result. And yet there was not one person at Table, 
several of them Individuals whose opinion he highly valued, who would have agreed 
with him. It is this very quality of the man’s mind; his entire disregard of experience 
and practice, which makes me doubtful of his opinions on political economy.” (vy. 
Vol. VIII, p. 152.) 
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more refined cost-of-production or even partly neo-classical theory. But 
though the new material may help by the removal of previous over- 
or mis-interpretations, it remains to be seen how far any single, 
reasonably satisfactory and clear-cut interpretation as to the develop- 
ment and final shape of Ricardo’s ideas can be erected in their stead. 
Where the new letters provide valuable new material in support of one 
particular interpretation, there can usually also be found new passages 
which will serve to keep alive a contrasting one. The overriding 
fact surely is that Ricardo came, with tragic discontinuity, to the end 
of his own personal “‘ long run ”’, in no state of even relatively stable 
or neutral intellectual equilibrium. Moreover, the ‘ dynamic’ process 
of development was crammed into so comparatively few years that no 
decisive trends in his thinking get much chance of emerging definitively. 
Where, undoubtedly, the new letters, in particular the new Mill 
series, do light up much more clearly a whole fresh intellectual vista 
is on the subject of the political philosophy of Ricardian Political 
Economy. Above all, one is reminded again and again in these volumes 
how very political Ricardian Political Economy was. The reader 
of the Principles only might possibly be excused for forgetting this, 
and judging from some contemporary streamlined mathematical models 
of “‘ the classical system ” or “‘ Ricardian dynamics ”’, one might almost 
imagine that Ricardo composed his works as articles for Econometrica. 
It would be much less inaccurate historically to say he composed them 
as parliamentary policy speeches and campaigning pamphlets; or 
rather that it hardly dawned on him to distinguish between the abstract, 
purely theoretical aspect of his doctrines and their deployment as 
weapons in policy debates. Of course it may well be a valuable or 
enlightening exercise to orchestrate for a modern econometric ensemble 
the melodies tapped out by Ricardo on his harpsichord. But if all 
Ricardo’s political counterpoint is completely left out, it would be 
historically very misleading to suppose that the resulting noise, however 
captivating, bears much resemblance to that which Ricardo himself 
heard and intended. Cannan’s dictum receives repeated confirmation 
in these letters: “‘ Among all the delusions which prevail as to the 
history of English political economy there is none greater than the 
belief that the economics of the Ricardian school and period were of 
an almost wholly abstract and unpractical character’! To attack 
Ricardo as being ‘ too abstract ’, and to defend him as being concerned 
simply with deducing logical relationships, or as one toying pensively 
with hyper-abstract ‘ models,—these are equal, if opposite, errors. 
The quality of the political philosophy and the nature of the political 
assumptions with which Ricardo and his mentors and disciples were 
working are therefore of essential importance for an understanding 
of his writings, as Ricardo himself intended them, and it is on this 
subject that parts of the new Mill series are so very revealing. The 


1 Cannan: History of the Theories of Production and Distribution in English 
political economy from 1776-1848, 1893, p. 383. 
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letters from Mill suggest that he saw the Principles which he so vigorously 
persuaded Ricardo to compose, as a treatise complementary with his 
own eventual Essay on Government. With absolute confidence in the 
method common to both works, Mill could express an immediate, 
complete, and to some extent blind trust in the validity of Ricardo’s 
Principles— blind’, we may say, because he explains (9/11/15) 
that for a good many years he “‘ had not been able to think of” the 
science of political economy (except when excited by Ricardo’s conversa- 
tion and writings). These letters show Mill and Ricardo to be very 
closely parallel and complementary thinkers, just as, with much 
validity, Burke has been held to be the political and philosophical 
thinker complementary with Adam Smith. We cannot here enter 
further inio the many fascinating details of this new Mill-Ricardo 
series or the important implications they suggest.? 


Il 


Of course, by far the most important series of letters from the point 
of view of economic theory and method is that with Malthus, and 
here we have Malthus’ side of the correspondence published for the 
first time. But with the full expositions of all Malthus’ doctrines 
long available (if neglected) in his other writings, and with the foretaste 
afforded in Keynes’ (over ?-)enthusiastic essay of twenty years ago, 
the new material can hardly be expected to fulfil more than the doubtless 
important function of dotting i’s and crossing t’s. But it is interesting 
to have the full give and take of the original correspondence set out 
for the first time. Here a very valuable contribution of the new edition 
is to correct the dating of a number of Ricardo’s earlier letters from 
1810 (as given in Bonar’s edition) to 1813, and of one important letter 
relating to the Principles from 1816 to 1817. A much clearer picture 
of the opening phase of Ricardo’s thought is now discernible, though, 
like the whole story, that phase is shown to be all the more remarkably 
rapid and compressed. 

The earlier subjects in dispute between Malthus and Ricardo relate 
to money and foreign exchange, then to the problem of rent and profits 
as treated in the pamphlets of 1815, and finally to that “‘ famous bone 
for the economists to pick”’, as Trower called it, the problem of the 
measure of value.? But by far the most fundamental issue which 

1 | have attempted a review of this subject in an article which is to appear shortly 
in the Cambridge Journal on “‘ James Mill and the Political Education of Ricardo ”’. 

2 The problem of the absolute measure of value occupies much of the exchanges 
with Malthus in Ricardo’s last months. This is a debate which, as conducted by 
Malthus and Ricardo, may seem perhaps to some modern readers to pitch on a 
blind spot. Surely, within a year or two, the neglected and comparatively unknown 
Samuel Bailey was writing much more soundly, succinctly, and lucidly on this 
problem than Malthus or Ricardo had done. In fact, Bailey’s strictures on Ricardo’s 
theorising about value, though severe, are perhaps more to the point than the 
orthodox hagiography of McCulloch and Marshall. Bailey, incidentally, adds the 
following interesting generalisation : ‘“‘ The reputation of an author for profundity 


is sometimes enhanced by an intermixture of the unintelligible, many readers tacitly 
ascribing unusual sagacity to one who is able to understand what is incomprehensible 
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recurs on and off throughout the years, and which to-day seems the 
most interesting, is that relating to effective demand and the possibility 
of general gluts—a debate which is perennially significant because 
pretty deep differences as to methods and criteria are in dispute. 
Whichever side one ends up on, if either, surely one must agree with 
Keynes that “it was a great fault in Ricardo to fail to see any signi- 
ficance in Malthus’ line of thought”. . . and that he met Malthus 
““ by a mind so completely closed that Ricardo does not even see what 
Malthus is saying”’.t This is a fault which Ricardo successfully 
communicated, with the aid of his ardent and dogmatic disciples, 
to many decades of English economists. And we may add that 
Malthus was not simply (as Keynes presents him) an isolated thinker 
originating a bright idea which had struck nobody else since Mande- 
ville a hundred years previously.2 Rather, Malthus is nearly the 
last for many decades, not the first, of a long line of great thinkers 
running back through Steuart, Berkeley, Mandeville and Petty in 
England, and Quesnay and Boisguillebert in France. It is still quite 
possible, after what has been called “the Keynesian Revolution ”’, 
for many economists to read and understand the works of Marshall 
and Walras. The “ Jevonian”’ Revolution certainly did not succeed 
in rendering widely unreadable and incomprehensible the writings of 
J. S. Mill and Ricardo. The one “ revolution ’”’ in economic thought 
which was so successful that even to-day it is not quite clear that 
(or how) it was put over, was the “ Smithian ”’ revolution as driven 
home by James Mill and Ricardo.* A most interesting document in 
this remarkable intellectual episode is now fully before us in the 
Malthus—Ricardo exchanges. Moreover, one can see from this Corres- 
pondence (as well as in Vol. V of the Speeches) how unhistorical it 
would be to defend Ricardo on the ground that he was concerned 
simply with the abstract implications of a pure hypothetical model. 
He applies the model unmodified, to current political issues, and, of 


to themselves; while a lucid arrangement of ideas, a manifest dependence of argu- 
ments, and a perspicacity of language, such as mark a complete mastery of the 
subject, appear too easy and natural to infuse the slightest suspicion of the depth 
and vigour of intellect from which they proceed, and of which they are the surest 
indications.”’ (A Critical Dissertation, etc., p. xvii.) 

1 On the publication of Malthus’ Principles, Ricardo writes to Mill: ‘‘ The attack 
on Say’s and your doctrine of accumulation is supported by the weakest arguments, 
inconsistent with many of his own declared opinions, and so palpably fallacious 
that one’s wonder is he could have deliberately written it”. (27/7/20.) To McCulloch 
Ricardo writes that Malthus’ argument “ appears to me as great an absurdity as to 
say that twice 2 do not make 4”. (2/8/20.) 

2 See Keynes: Essays in Biography, 1933, pp. 144-147, and General Theory, p. 362. 
In his article in the Eugenics Review, 1937, p. 16, Keynes said that ‘‘ Malthus first 
told us about ”’ the “ devil” of unemployment. As we see it, unemployment had 
been a main domestic preoccupation of economists for at least a century and a half 
before Malthus. See the remarkable work of E. S. Furniss, The Position of the 
Labourer in a System of Nationalism, 1920, which it is especially interesting to study 
in a post-Keynesian perspective. 

3 Cf. my article on “* Berkeley’s Querist and its Place in the Economic Thought 
of the Eighteenth Century’, in the George Berkeley Centenary Number of the 
British Journal for the Philosophy of Science, Vol. 1V, No. 13, June 1953. 
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course, was later to employ it in Parliamentary discussions of unemploy- 
ment policy. Commenting, at the beginning of 1817, on current 
policies of relief works, he explains to Malthus: “I am not one of 
those who think that the raising of funds for the purpose of employing 
the poor is a very efficacious mode of relief, as it diverts those funds 
from other employments which would be equally if not more productive 
to the community. That part of the capital which employs the poor 
on the roads, for example, cannot fail to employ men somewhere and 
I believe every interference is prejudicial.” (Vol. VII, p. 116.) 


Ill 


Ricardo’s old Stock Exchange friend Hutches Trower is the ‘ plain 
man’ of the Correspondence, comparatively unversed in the theory of 
the subject, and he now makes his first major appearance in print. 
He often elicits from Ricardo a useful summary, in comparatively 
simple and lucid terms, of the state of the difficult theoretical debates 
with Malthus and McCulloch. Trower, however, for his part, now 
and then makes some quite telling observations about the task, of 
Political Economy’, to which he does not always seem to get an adequate 
reply. But at other points he is apt himself to be rather carried away 
by the progress of the new science. 

Perhaps the most interesting exchanges between Ricardo and Trower 
are those of January and February 1817, over the Poor Law. Trower 
wanted parish relief extended, under certain restrictions, to poor 
depositors in provident funds and savings schemes. Ricardo was 
deeply critical, and proceeded to set out the simple relations between 
population, wages, and the free labour market as follows: “It is a 
painful reflection but not less true on that account that we can never 
get into a good system, after so long persevering in a bad one, but 
by much previous suffering of the poor. The population can only be 
repressed by diminishing the encouragement to its excessive increase— 
by leaving contracts between the poor and their employers perfectly 
free, which would limit the quantity of labour in the market to the 


1 Cf. the following remarks of Trower, very much in the spirit of the Introduction 
to Malthus’ Principles: “‘I agree, that a great inequality in the profits afforded by 
productive capital will not Jong exist. But, they may exist long enough to produce 
much individual suffering and national mischief; and it is important to remember 
that the interests of States and of individuals are most seriously affected by deviations 
from the natural course; and not by the ordinary operations of affairs. The Science 
of Political Economy owes its interest, and its importance, to its teaching us to 
trace to their true causes the disorders, which are constantly occurring in the course 
of human affairs, and thus enabling us to avoid the evils they occasion, by ascertain- 
ing the symptoms by which they are to be distinguished”. (29/9/20.) 

However, we should contrast with this the following suggestion that the time 
was now ripe for a handy textbook in which Chancellors of the Exchequer would 
find just what policies, according to the new science, they ought to pursue: “I 
confess I feel, that, now, the subject, with respect to Principles, is set at rest... . 
But what I am anxious to see is an ample application of these Principles to the practical 
operation of Taxation. What we now want is a textbook, to which statesmen may 
refer, at once, to regulate their financial operations”’. (13/9/21.) 
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effective demand for it”. (27/1/17.) One cannot help thinking 
that Trower showed perhaps a rather less bookish and more realistic 
understanding of the problems of the poor when he noted on Ricardo’s 
next letter (of 24/2/17): ‘‘ The answer to this argument is that the 
poor man is liable to difficulties independent of his own foresight 
and prudence and that he ought to be secured against them by relief 
if distress should come upon him’”’, 

McCulloch comes upon the scene, as a young and thrustful Edinburgh 
journalist, towards the end of 1816, though the correspondence with 
him does not really get going until the end of 1818. His influence, 
broadly speaking, pulls strongly in the same direction as Mill’s, that is, 
in politics woodenly radical, in methodology vastly oversimplified, 
and in everything narrowly dogmatic. But whereas Mill seldom 
argued any point of economic theory or policy with Ricardo, and 
eases up considerably in his exhortations in the last years, when he 
sees his main ambitions so successfully fulfilled for (or through) Ricardo, 
McCulloch remains as the guardian of the law. Devotedly but sus- 
piciously, he scrutinises in Edinburgh the new editions of the Principles 
and Ricardo’s pamphlets and speeches, for anything which might be 
taken as a weakening or qualification, or for any sort of tolerance of 
what he considers ‘“‘ the poisonous nostrums’’, “‘the absurd and 
pernicious maxims”, the “absolutely disgraceful” statements, of 
Malthus, of whom, with philosophic-radical broad-mindedness, he 
urges “‘a much severer castigation ’’.! 

In March, 1821, McCulloch suspects that in a Parliamentary speech 
Ricardo has compromised on the subject of free trade in corn. A 
thunderbolt is promptly despatched from Edinburgh: “If Political 
Economy be worth one straw as a science—if there be one principle 
which may be said to be ascertained—if it is not a mere holyday bauble 
—we are entitled boldly and confidently to affirm that so long as the 
present taxation and corn law system is kept up the country can never 
rise superior to the difficulties”. (13/3/21.) But it is a false alarm. 
Ricardo promptly protests that he has been misreported. In a more 
accurate version of his speech (Vol. V, p. 81 ff.) we find Ricardo 
endeavouring “‘ to show what would be the real effect ’”’ of free imports 
of corn: “ The prices of corn would be reduced immediately, and 
agriculture might be distressed more than at present. But the labour 
of this country would be immediately applied to the production of other 


1 McCulloch is referring in these quotations to Malthus’ effective demand doctrine. 
It is interesting to note on the important subject of the interpretation of the classical 
population doctrine that for the classical McCulloch the first edition of Malthus’ 
Essay was the soundest, and that the later editions with their additional quali- 
fications and softenings of the argument, represented a lamentable doctrinal 
deterioration. McCulloch gives his own peculiar ‘ Aberdonian’ interpretation 
of Malthus’ extensive modifications in the later editions: “In my opinion every 
new edition of Malthus’ Essay has been decidedly inferior to that which preceded 
it; and this I think chiefly from his manifest decision to increase the bulk of the 
book in order (for there can be no other reason) to make it sell for a greater sum ”’. 
(27/12/18.) Of Say’s treatise McCulloch of course considered the only valuable 
chapter to be that Des Debouchés. (28/11/20.) 
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and more profitable commodities”’. (Italics added.) It was in a debate 
on this issue that another member (Brougham) enquired ‘‘ Where 
has the Honourable Member (Mr. Ricardo) been? Has he just 
descended from some other planet?” (v. Vol. V, pp. 56 and 85). 
Though certainly in places Ricardo recommends abolition of the 
corn laws by gradual stages only, with “‘a due regard for temporary 
interests” (Vol. IV, p. 266), it seems doubtful if anyone with their 
feet firmly on this particular planet could have put forward a model, 
in the House of Commons, in which masses of agricultural workers 
and farmers, and with them the whole traditional way of life of rural 
Britain, are conceived as flowing off “‘ immediately”’ to “ the produc- 
tion of other and more profitable commodities ”’.* 

In June, 1821, McCulloch receives another shock over Ricardo’s 
famous reversal of view on the effects of machinery. Both the manner 
and the matter of Ricardo’s change of front were repugnant to 
McCulloch, who certainly had considerable grounds for complaint.” 
Ricardo had proclaimed to the House of Commons only 18 months 
before that “‘ it could not be denied, on the whole view of the subject, 
that machinery did not lessen the demand for labour ” (Vol. V, p. 30), 
and he had converted McCulloch to this view which he was now 
suddenly proclaiming erroneous. Ricardo succeeds in calming 
McCulloch down somewhat, but incidentally finds himself very suitably 
reminded by him that (for the purposes, at any rate, of the discussion 
in question) ““men do not change employments with the same ease 
that they walk from a drawing into a dining room’”’—a generalisa- 
tion perhaps possessing wider applications and implications for the 
understanding of economic processes than apparently either Ricardo, 
or McCulloch himself, was invariably prepared to lend it. 

It would be quite unfair to demand ex-post from Ricardo, keeping 
his end up against four such diverse correspondents, as well as holding 
forth in the House of Commons, that he should be found keeping 
unerringly to a single rigidly straight course. But there are sometimes 
what seem to be major waverings, or large qualifications of uncertain 
range, which make it difficult to be sure just where he might finally 
have ended up. In the distressed year of 1819 we find him warning, 
in a very interesting letter, an enthusiast from Newcastle called 
Brown—(about whom nothing seems to be known)—as follows: 
“We all have to lament the present distressed situation of the labouring 


1 But even after Ricardo’s explanation McCulloch is not fully satisfied: ‘“‘ You 
appear to me to lay far too much stress on the love of country—this passion is, 
I believe, strongest in low states of society’’. (2/4/21.) 

* “T apprehend you will agree with me in thinking that nothing can be more 
injurious . . . than to see an economist of the highest reputation strenuously defending 
one set of opinions one day, and unconditionally surrendering them the next—The 
fundamental differences that formerly existed (for I am sorry to think they have now 
nearly disappeared) between you and Messrs. Malthus and Sismondi induced many 
to believe that Political Economy was a thing of fudge, a fabric without foundation. 
And I certainly think that those who were formerly of that opinion have a good 
deal better ground for entertaining it now—.” (5/6/21.) 
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classes in this country, but the remedy is not very apparent to me. 
The correcting of our errors in legislation with regard to trade would 
ultimately be of considerable service to all classes of the community, 
but it would afford no immediate relief: On the contrary I should 
expect that it would plunge us into additional difficulties. If all the 
prohibitions were removed from the importation of corn and many 
other articles, the sudden fall in the price of corn and those other 
articles, which could not fail to follow, would ruin most of the farmers, 
and many of the manufacturers; and although others would be 
benefited, the derangement which such measures would occasion 
in the actual employments of capital, and the changes which become 
necessary, would rather aggravate than relieve the distress under which 
we are now labouring”. (13/10/19.) What Ricardo seems to be 
pointing out is that the “correcting’’ of policies on the basis of 
simplified, or Utopian, comparative-static analysis may well aggravate 
rather than relieve the situation by plunging the economy into additional 
difficulties; and that a genuine “ remedy ” would have to be based 
on a realistic and truly ‘dynamic’ (rather than Utopian comparative- 
static) analysis, which he realises is not available (or ‘ apparent’) to 
him. The implications of this perception, or this distinction, are, 
of course, of the utmost seriousness for so many over-simplified ‘ long- 
run’ (or Utopian) policy prescriptions, including, one would have 
thought, some of the leading policy doctrines of the Ricardian breed. 
One wonders what McCulloch, for example, would have made of 
so much implied scepticism, on Ricardo’s part, if the point could 
have been fully brought home to him. 

In following the exchanges with McCulloch, as also the Parliamentary 
Speeches, one may be forced to the conclusion that in addition to 
introducing much that was new and fundamentally ‘“ wrong ”’—if 
“right ” and “ wrong” are allowed to mean anything in such con- 
texts—in its approach to the two central problems of economic 
theory (i.e., (1) what determines relative values, and (2) what determines 
movements in economic aggregates), the new Ricardian Political 
Economy, in its pronouncements in Parliament and in the Press, 
also went seriously astray over the vitally important and delicate 
problem of the relation of economic analysis to policy. It may seem 
that the disappearance in this field of the 18th century caution, modera- 
tion and intellectual modesty of a Hume or a Steuart was deeply 


regrettable.’ 


1 Steuart, presenting his Inquiry (1767) ‘‘ with the greatest diffidence ’’ went on: 
“The great danger of running into error upon particular points relating to this 
subject, proceeds from our viewing them in a light too confined, and to our not 
attending to the influence of concomitant circumstances, which render general rules 
of little use. Men of parts and knowledge seldom fail to reason consequentially 
on every subject; but when their inquiries are connected with the complicated 
interests of society, the vivacity of an author’s genius is apt to prevent him from 
attending to the variety of circumstances which render every consequence, almost, 
which he can draw uncertain. To this I ascribe the habit of running into what 
the French call ‘ Systémes’. These are no more than a chain of contingent 


El 
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IV 


Accompanying the often somewhat perplexing political and economic 
discussions runs a continuous background exchange of family gossip 
and compliments (especially with Mill, Malthus and Trower). There 
are constant, if tantalisingly fleeting, glimpses of the family activities 
of the Gatcomb gynecocracy, of the apparently rather formidable 
Mrs. Ricardo,' and of the countless daughters and daughters-in-law, 
(the ‘‘ chéres amies”’ who inspired such un-utilitarian enthusiasms in 
James Mill). At the more active periods few pages elapse without 
some news of their indefatigable succession of engagements, marriages 
and confinements—Ricardo was a grandfather at 45. There are visits 
to Brighton and Bath and to the neighbouring gentry, providing all 
the sort of period background and raw material of a Jane Austen 
novel, though with McCulloch on the scene it is Crotchet Castle rather 
than Mansfield Park that comes to mind. And this background is 
not really disconnected from the main serious purposes of the letters 
or from the way in which these purposes were pursued. For the 
disinterested and often rather amateur and gentlemanly character of 
the exchanges, particularly of those with Malthus, was, in its way, 
an expression of the same Austenian social background as the lighter 
activities at Gatcomb, Bath and Brighton. And, incidentally, they 
grew out of a society based on that kind of deep-rooted rural well- 
being to which Ricardian policies were such a fundamental threat. 

The end of the Correspondence comes with a rending suddenness.” 


consequences, drawn from a few fundamental maxims, adopted, perhaps, rashly. 
Such systems are mere conceits; they mislead the understanding, and efface the 
path to truth. An induction is formed, from whence a conclusion, called a principle, 
is drawn; but this is no sooner done than the author extends its influence far beyond 
the limits of the ideas present to his understanding, when he made his deduction ’’. 
(Unquiry, 1767, Vol. I, p. ix.) Steuart’s caution and moderation and his constant 
emphasis on the qualifications and limitations to be observed in applying theoretical 
doctrines to practice pervade his Inquiry. See, e.g., Vol. I, pp. 60, 123, 394, 416, 
427, and, finally, p. 498: “‘ Let theorists, therefore, beware of trusting to their 
science, when in matters of administration, they either advise those who are disposed 
blindly to follow them; or when they undertake to meddle in it themselves. .. . 
A good theorist, therefore, may be excellent in deliberation, but without a long 
and confirmed practice he will ever make a blundering statesman in practice.” 
1 In a cryptic passage to Maria Edgeworth (13/12/22) Ricardo refers to the 
Ricardian family counsels being decided by “ the fiat of an absolute monarch ”’, 
This absolute monarch was certainly not Ricardo himself. Even James Mill went 
in awe: ““ You must not tell Mrs. Ricardo how I am thus acting the pedagogue 
over you”’. (22/12/15.) In Ricardo’s last words to Trower (31/8/23), on the subject 
of ‘ improvements * to the Gatcomb estate, The Eternal Husband speaks: ‘“ As for 
improvements I attempt very few and am very much disposed to be satisfied with 
things as they are—Mrs. Ricardo on the contrary would always like to have a dozen 
men active in her employment, for the mere purpose of altering and improving.” 
* Ricardo, however, as he communicated to Mill, did not look forward to old age: 
“T am led to set a light value on life when I consider the many accidents and 
privations to which we are liable-——In my own case, I have already lost the use of 
one ear, completely—and am daily losing my teeth, that I have scarcely one that 
is useful to me. No one bears these serious deprivations with a better temper than 
myself, yet I cannot help anticipating from certain notices which I sometimes think 
I have, that many more await me. I have not I assure you seriously quarrelled with 
life-—I am on very good terms with it, and mean while I have it to make the best 


1953] RICARDO’S CORRESPONDENCE 213 


On 31/8/23 Ricardo writes what are to be his last letters to Trower 
and Malthus. That to Trower, like almost a majority of Ricardo’s 
later letters, contains an invitation to Gatcomb Park: ‘“* Mill is coming 
to me in the middle of next month (September) and you cannot do 
better than come at the same time—we shall all enjoy ourselves 
together—we shall walk and ride, we will converse on politics, Political 
Economy, and on Moral Philosophy, and neither of us will be 
the worse for the exercise of our colloquial powers”. The con- 
clusion of what was to be Ricardo’s last letter of the twelve- 
year series to ‘my dear Malthus ’—though he, of course, had no 
inkling that it was the end when he wrote it—deserves to be quoted 
yet again: “And now my dear Malthus I have done. Like other 
disputants after much discussion we each retain our own opinions. 
These discussions, however, never influence our friendship; I should 
not like you more than I do if you agreed in opinion with me”’. 

There is one more letter from Trower, and then comes the last 
letter, addressed to James Mill, though in substance it is the first 
and only letter here to the then 17-year-old John (on the subject again 
of the measure of value). One turns over the page and there are three 
more letters but none to or from Ricardo. In the end the reader is 
left, as was posterity in general, and English Political Economy in 
particular, with James Mill and McCulloch.! 

Perhaps a review of these letters might suitably have been entitled 
*“ My Dear Ricardo!!” Emphasis on the adjective would cover the 
affection to which the reader of these pages is bound so often to feel 
stirred. Emphasis on the exclamation marks, on the other hand, 
would provide for the baffled expostulations to which Ricardo’s 
still so influential methods and doctrines force one, now and then, 
to give expression. 


The London School of Economics. 


of it, but my observation on the loss of esteem and interest which old people generally 
sustain from their young relations, often indeed from their own imperfections and 
misbehaviour, but sometimes from the want of indulgence and consideration on 
the part of the young, convinces me that general happiness would be best promoted 
if death visited us on an average at an earlier period than he now does’”’. (25/9/20.) 

1 However, the alliance Mill called for on Ricardo’s death—“ as you and I are his 
two and only two genuine disciples ’’—did not survive. In 1835 James Mill wrote 
to Brougham : ‘“‘ As for M’Culloch, he has a knack at finding people stealing from 
him; though there is nothing in him to steal; for all that he has, which is sound, 
is either the opinion of some other previous writer, or an error ’’. (v. A. Bain, James 
Mill, 1882, p. 393.) 
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International Trade and Economic Development. By JACOB VINER. Clarendon 
Press, Oxford. 1953. 120 pp. 12s. 6d. 


This book contains six lectures delivered at the National University of 
Brazil in 1950. They afford a concise but masterly review of the present 
state of the theory of international trade and payments, as seen by a professed 
adherent of the ‘classical’, as opposed to the ‘ Keynesian’, method of 
analysis. The English reader of these lectures may be surprised at the extreme 
sharpness with which, judging from Professor Viner’s first lecture, the dis- 
tinction between the Keynesian and the non-Keynesian is drawn in the 
United States. But there are, of course, real differences in emphasis, if 
nothing more. For this reason these lectures of Professor Viner form an 
admirable complement to the survey of the present state of the theory of 
international trade by the more ‘ Keynesian ’ economist, Professor Lloyd A. 
Metzler, contained in the Survey of Contemporary Economics, which Professor 
Howard S. Ellis edited in 1948—a survey to which Professor Viner pays a 
generous tribute in these lectures. Students who wish to know something 
of the present state of analysis in this branch of economics could not be 
better advised than to read Viner’s lectures and Metzler’s survey side by side. 

Professor Viner’s lectures cover an enormous field :—the monetary mechan- 
ism for the equilibration of international payments; the choice between 
monetary policy, fiscal policy, direct controls over imports and payments, 
and exchange depreciation as a means of dealing with balance-of-payments 
deficits; the gains to be obtained from trade; the extent to which national 
economic planning is likely to prove compatible with a full exploitation of 
potential gains from trade; and the problems of economic development 
and in particular of protection for the industrialisation of unindustrialised 
countries. All these topics are clearly expounded in terms of the theory of 
comparative costs; and Professor Viner gives an interesting account at each 
stage of his own views on policy, views which are based upon an acute theoreti- 
cal analysis and upon a well-balanced common sense fortified by years of 
practical experience in advising upon public policy. In a short review it is 
not possible to comment on his treatment of all these issues; but many readers 
may profit especially from his attempt to debunk the fashionable view that 
wealth can always be increased by turning from agriculture to industry 
(pages 43-54) and from his discussion of the real obstacles to higher stand- 
ards of living in the ‘ underdeveloped’ or poor countries (pages 102-120). 
This will be particularly helpful to those who take a rather less conserv- 
ative view than does Professor Viner of the possibilities of raising incomes 
through industrial development, since it should certainly make them ponder 
carefully over their own reasoning and analysis. 

It is, of course, impossible in so short a book covering so vast a theme 
to avoid all obscurities. Indeed, there are some arguments in the volume 
which appear to the present reviewer to be positively misleading, though 
this may well be due to the brevity of their exposition. Three such passages 
may be quoted. 
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First, pages 26 and 27 may leave the impression that the adjustment of 
international payments through changes in relative prices under the classical 
“gold standard ’ mechanism will always be eased by high price elasticities 
of supply whatever may be the size of price elasticities of demand. But this 
is not always so. Suppose that a domestic inflation in a surplus country 
raises by 5 per cent. the price offered for all goods in that country including 
the price offered for its imports, and that a domestic deflation in a deficit 
country similarly lowers by 5 per cent. the demand price offered for all goods 
including its imports. Then, provided that the elasticities of supply of exports 
from both countries are zero, the balance of trade position will necessarily be 
improved. The deficit country will receive a 5 per cent. higher price for the 
same amount of exports and will pay a 5 per cent. lower price for the same 
amount of imports. This will be so even if the elasticities of demand in the 
two countries are very low. But in the case of low demand elasticities high 
elasticities of supply would make the mechanism break down. Suppose 
that as a result of the higher price obtainable in the surplus country, the 
deficit country increases its exports until the price offered for them in the 
surplus country, far from rising by 5 per cent., has been brought down in line 
with the 5 per cent. fall in money prices and costs in the deficit country. Then, 
if the price elasticity of demand for these imports is very low in the surplus 
country, the amount earned from exports by the deficit country may be 
reduced below the initial level. Similarly, suppose that the fall in prices in 
the deficit country relatively to those in the surplus country causes a reduction 
in the supply of exports by the surplus country until their price in the deficit 
country is raised up to the 5 per cent. higher level in the surplus country. 
Then, if the elasticity of demand in the deficit country is very low, the value 
of the deficit country’s imports may actually increase above the initial level. 
The classical mechanism which would have failed to operate because of low 
elasticities of demand may yet be saved if elasticities of supply of exports 
are sufficiently low. 

It remains true (and this may be Professor Viner’s meaning) that if the 
elasticities of the import demands are not very large but are nevertheless 
above unity, the ease of operation of the classical mechanism will be increased 
by large elasticities of supply of exports. It also remains true (and this also 
may be part of Professor Viner’s meaning) that large elasticities of domestic 
supply of products which are imported or which compete closely with imports 
will increase the elasticity of demand for imports, and this in all circumstances 
will help to make the classical mechanism work more effectively. 

Second, there appears at first sight to be a strange incongruity between the 
argument of pages 24-26 (where, in support of the classical ‘ gold standard ’ 
mechanism, Professor Viner is giving reasons for believing that elasticities of 
demand are higher than it has become fashionable to imagine) and the argu- 
ment on pages 69-70 (where, in support of a cautious attitude to the use of 
flexible exchange rates, Professor Viner gives a special reason for believing 
that elasticities of demand in international trade may be rather low). Presum- 
ably he must believe that the special argument given in the latter passage 
applies only in the case of changes in relative prices brought about by varia- 
tions in exchange rates and not in the case of changes in relative prices brought 
about by the internal inflations and deflations of the classical analysis. But 
this is not so. He points out quite correctly that if British exports have a 
very large content of American raw materials, then the American demand 
for British exports will have a low elasticity. A depreciation of sterling by 
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30 per cent. will cause the dollar price of British textiles to fall by only 15 per 
cent. if half of the cost of British textiles are dollar cotton. Thus if the 
American demand for British shirts had an elasticity of 4, the American 
elasticity of demand for British manufacturing of textiles would be only 2. 
But this is equally true of a price change due to the operation of the classical 
gold standard. Suppose that instead of a 30 per cent. depreciation of sterling 
there were a 15 per cent. deflation of money prices and costs in the United 
Kingdom and a 15 per cent. inflation of money prices and costs in the United 
States. The price of a British shirt would remain unchanged, since its raw 
material dollar cost had risen in price as much as its sterling wage cost had 
fallen. The Americans would not be offered a British shirt which was 
15 per cent. cheaper when their own products were all 15 per cent. up in price; 
they would be offered a British shirt at an unchanged price when their own 
products were all 15 per cent. up in price.. The elasticity of demand for the 
products of British labour would only be half what it would be if there were 
no dollar raw material content of British exports. It is misleading of Pro- 
fessor Viner to marshal all the arguments for believing that elasticities of 
demand are high when he is discussing the gold standard mechanism and to 
introduce this argument only when he is discussing the use of variable 
exchange rates. 

Third (page 40), Professor Viner states that a necessary condition for a 
country to be able to increase its welfare by means of a protective policy 
designed to turn the terms of trade in its favour is that “‘ its own reciprocal 
demand vis-d-vis the outside world has a high elasticity’’. That this is 
not necessarily so can be most easily seen by assuming a case in which the 
elasticity of demand in the rest of the world for the protecting country’s 
exports is less than unity. In this case a tax on its trade by the protecting 
country will enable it to obtain a greater volume of imports in exchange for 
a smaller volume of exports. It will undoubtedly gain however inelastic 
its own demand for imports may be. In fact the height of the ‘ optimum 
tariff’ (though not the amount of the gain) depends solely upon the elasti- 
city of reciprocal demand in the outside world. 

But particular blemishes of this kind, which are perhaps inevitable in so 
compacta treatment of the subject, do not alter the fact that these lectures 
are far and away the best existing exposition of the case for the application 
of the classical analysis to the problems of trade in the modern world. They 
should be particularly salutary to those who, like the present reviewer, have 
perhaps a higher proportion of the ‘ Keynesian’ to the ‘ classical’ in their 
make-up than has Professor Viner. J. E. MEADE, 


Trade and Payments in Western Europe. By WILLIAM DIEBOLD, JR. Published 
for the Council on Foreign Relations by Harper Bros., New York. 
Hamish Hamilton Ltd. 1952. xvii+ 488 pp. $5. 40s. 


This book is highly to be recommended to all who are interested in the 
history of monetary and economic co-operation in Western Europe between 
1947 and 1951. It is an objective account of the attempts, since the beginning 
of Marshall Aid until the end of the first year’s operation of the European 
Payments Union, to ‘ integrate’ the economies of Western Europe both for 
financial payments and for commercial policy. The general student will 
find in it a most readable account of the history of these years, together with 
a simple but helpful analysis of the main issues, The research student who 
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wishes to go further will find that reading it, together with the thirty pages of 
critical bibliography which Mr. Diebold has provided at the end of the book, 
will give him a good start for further investigations of the many problems 
covered by the book. 

The book falls into four parts. In the first part Mr. Diebold covers the 
history of bilateral payments agreements, the two intra-European payments 
agreements, and the European Payments Union, and analyses them as methods 
of making exchange controls a less and less serious obstacle to the free move- 
ment of goods between the countries of Western Europe. In the second 
part, he gives an account of the concurrent efforts of the Organisation for 
European Economic Co-operation to liberalize intra-European trade by the 
removal or relaxation of quantitative restrictions on imports, and this brings 
him on to some discussion of the closely related problems of European 
tariffs, European agricultural policies, cartels, and dual pricing. In the 
third part he deals with attempts to form special customs unions or economic 
unions in Europe of which Benelux has been by far the most important example. 
In a short fourth part he discusses two more general issues: Is Western 
Europe a suitable region for economic integration ? and How does rearma- 
ment affect the programme of European integration ? 

Mr. Diebold is an American economist on the staff of the Council on 
Foreign Relations, the American institution which corresponds to our Royal 
Institute of International Affairs. But this is not the sort of indiscriminate 
advocacy of making the integration of Europe correspond as closely as 
possible to the federation of the American colonies which one has come to 
expect from some quarters in the United States. Mr. Diebold has written a 
most fair-minded book. He is aware of the element of inconsistency in 
American policy which has simultaneously advocated the formation of a 
European economic union and the avoidance of all discriminations in inter- 
national trade. He is also very fully aware of the real difficulties confronting 
the European countries in their attempts to integrate, as is instanced by his 
discussion of the reasons why Benelux, which was so ardently desired by the 
Belgian, Dutch, and Luxembourg governments, has proved so far to be such 
a very partial success. 

To a citizen of the United Kingdom the book may appear deficient in one 
respect. Mr. Diebold does give some space to the related problems of the 
difficulties of fitting the sterling area and British Commonwealth preferences 
into Western Europe and of the question whether a smaller amount of integra- 
tion over a wider area (including the North American continent) might not 
be a better objective than the complete integration of the more restricted 
area of Western Europe. Ifa British economist had written the book, these 
issues would probably have received rather more attention. They are 
of central importance to the problem of European integration and raise 
analytical issues of as great importance as those which Mr. Diebold has 
emphasized most in his discussion. But subject to this one reservation 
about the relative emphasis to be placed on different parts of this general 
problem the present reviewer can do nothing but praise Mr. Diebold’s scholarly 
work. The Council on Foreign Relations is to be congratulated on the fact 
that Mr. Diebold is already at work on a second volume which will carry the 
story on to other periods and other problems (such as the Schuman Plan 
for a European Coal and Steel Community) which are not covered in the 
present volume. 


J. E. MEADE. 
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Readings in Price Theory. Selected by a Committee of the American 
Economic Association. Allen & Unwin. 1953: x + 568 pp. 30s. 


The special committees of the American Economic Association which 
have undertaken the selection of Readings for inclusion in the valuable 
Blakiston Series of Republished Articles on Economics have all had a diffi- 
cult task to perform, and none more so than Professors Boulding and Stigler 
who are responsible for the sixth volume on Price Theory. The useful 
Bibliography of thirty-five pages which they have provided affords a measure, 
if not more, of the field to be surveyed, and the duty of selecting, from that 
list alone, no more than about three per cent. for verbatim reproduction 
cannot have been an enviable one. The twenty-five articles which are here 
reprinted fill 526 pages, and readers who themselves try to fill the space more 
profitably, by a process of substitution, will surely end by admiring the skill 
which the editors have brought to their task and congratulating them on 
the service they have rendered to students and teachers. 

Any assessment of the adequacy of the coverage achieved must take 
account of the limits imposed on the editors and those set by themselves. 
This whole series of reprints is confined to articles, ruling out selected passages 
from books. It was therefore not possible to include, for example, Lord 
Keynes’s note on User Cost from his General Theory, and that author is not 
represented. The editors go back only forty years. There are no papers 
by Marshall and Edgeworth, and the earliest to be chosen is Wicksteed’s 
presidential address of 1913 to Section F of the British Association. The 
next oldest, and most welcome in an English translation, is Slutzky’s 1915 
article from the Giornale degli Economisti on the theory of the consumer’s 
budget. The editors “ have excluded articles which are more in the nature 
of applied economics and concentrated on those of general theoretical 
interest’; a difficult and dubious line to draw, for much reasoning of general 
significance is to be found in the periodical literature relating to pricing in the 
fields of transport, the control and operation of public utilities, marketing 
boards and the like. Mr. Harrod’s Notes on Supply (1930) is listed only in the 
Bibliography: happily he has himself recently reprinted this paper elsewhere. 

Apart from the Slutzky article, and Professor Viner’s famous paper 
(1931) on Cost Curves and Supply Curves, over half of those reprinted first 
appeared in English journals and the rest in those published in the United 
States. Most of the titles listed in the Bibliography are in English, the 
remainder having been selected from French, German, Italian and Swedish 
periodicals. There is no indication that any search was made in Danish 
or Dutch journals, or in any published in the Southern Hemisphere, with the 
exception of South Africa. 

Readers will be grateful to the authors and original publishers by whose 
courtesy the twenty-five articles are included in the Blakiston Series. As for 
this separate English reprint, not all the authors and original publishers were 
aware that their generosity was to extend so far. It is to be hoped that 
although their authority for the reprint was not ‘sought, none will now object. 
In the circumstances, the somewhat forbidding references to copyright under 
the Act of 1911 and the Berne Convention, printed on the reverse of the title 
page, make curious reading. Notwithstanding what is there said, all concerned 
with any future proposal to reprint may approach the owners of the copy- 
rights in the usual way and cheerfully ignore the instruction to address their 
enquiries to the publishers of this edition. ARNOLD PLANT 
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British War Production. By M. M. Postan. H.M. Stationery Office and 
Longmans, Green & Co. 1952. xvi + 512 pp. 32s. 6d. 


This book completes the set of four general volumes in the United Kingdom 
Civil Series of the History of the Second World War. (The others were, 
British War Economy, Problems of Social Policy and the Statistical Digest). 
It also serves as an introductory volume to the specialised studies of different 
aspects of war production. These are to deal with the control of raw materials, 
labour in munition industries, North American supply, studies in overseas 
supply, design and development of weapons, contracts and finance, factories 
and plant, and administration of war production. Final judgement on this 
general volume must be suspended until these specialised studies are published; 
for, as Professor Postan explains in his preface, the inequality of scale on 
which various topics are treated in the general volume reflects the need to be 
brief on subjects to be dealt with in specialised volumes and more expansive 
on those discussed only in the general volume. 

The standpoint from which Professor Postan views and comments on the 
dramatic events in the story of British munitions production, is that of someone 
at the centre of the wartime Government machine in Whitehall—say the 
Ministry of Production; and in that Ministry of a senior temporary civil 
servant, with perhaps some knowledge of economics. Events are seen in a 
broad general sweep, and the critical issues are those of administration and 
inter-departmental arrangement. No doubt if one adopted the standpoint 
of a Minister in control, of a production officer in a Supply Department, 
or of an industrialist in charge of a munitions factory, the story and its 
interpretation would be quite different. The ‘ departmental bias’ in this 
history is acknowledged by Professor Postan and he originally intended to 
offset it, although not it appears very markedly, by devoting a large section 
to ‘industrial topics’. But this “would have meant discussing in great 
detail the experiences of firms and factories which are now again engaged in 
the making of weapons, sometimes the same weapons which they made in the 
last war. Considerations of security have now made this inadvisable...” 
(p. xv). The ways of security are indeed strange. 

The changing pattern and progress of production is seen against the back- 
ground of the major strategic events of the war and this determines the arrange- 
ment of the book. The whole period, from the first talk of rearmament in 
the 1930’s until the end of the war, is divided into five segments—Early 
rearmament, 1934 to 1938; from Peace to War, October 1938 to June 1940; 
from Dunkirk to Pearl Harbour; from Pearl Harbour to Victory in Europe; 
and the Demobilisation of Industry. Within each period various aspects, 
not always the same ones in each period, of munitions production are dealt 
with : ships, guns, ammunition and tanks, aircraft, radio, manpower, machine 
tools and raw materials. Thus the main part of the book reads as a series 
of short interconnected essays of ten to twenty pages each, and not as a 
continuous narrative. Those readers who want to follow the development 
of one branch of production, say aircraft, right through the war will find 
this arrangement irritating. But if Professor Postan had adopted the subject 
arrangement, it would have been difficult to appreciate the interconnectedness 
of the development of the various branches of production and to judge 
progress as a whole in relation to the main strategic events of the war. 

The book concludes with two general chapters; the first on the structure 
of the munitions industry—which does not contain much that is new or 
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enlightening, the second on Government and industry. Economists and 
students of administration will find this last chapter which deals with owner- 
ship and control, the regulation of prices and profits, finance, programming 
and planning, much the most interesting and most controversial in the whole 
book. 

One must admire the way in which Professor Postan has managed to 
condense a great mass of material; and he has succeeded, without doubt, 
in producing a readable, even an exciting book. This is mainly because he 
has not been content merely to tell the story of the development of war pro- 
duction and its problems; at every stage he comments, criticises, perhaps 
even praises or blames, tries to find out what went wrong and why, and whether 
things could have been done better. Some readers may protest that there is 
so much of Professor Postan’s views of what might have been, that it is diffi- 
cult to distinguish between the facts and Professor Postan’s comments on 
them. But if this is the price one has to pay for animated and stimulating 
analytical historical writing, I, for one, think the price well worth while paying. 
Not that I agree with much of Professor Postan’s interpretation of events 
and comments on them. On the contrary; my copy of the book is peppered 
with queries, exclamation marks and notes of disagreement, and I think 
Professor Postan is mistaken in some of his conclusions. It is quite im- 
possible to deal with all the controversial points in a review and I shall refer 
to a selection only. Most of these are concerned with the planning and 
programming of aircraft production. But the reader should be warned that 
since I worked in M.A.P. during the war, Professor Postan’s views of these 
issues may be more detached than mine. 

Professor Postan quite rightly argues at various stages of his study that the 
most important and difficult problem of munitions planning on the grand 
scale in wartime is to relate alternative strategies to economic possibilities and 
costs. There were in my view two crucial issues where this marrying process 
was defective and to which I would expect a study of this sort to devote more 
attention. The first was the worth-whileness of the heavy bomber programme; 
the second the adequacy of manpower planning. 

The expanded heavy bomber programme was put into effect in the autumn 
of 1941, when the strategy it implied seemed to give the only possible hope of 
the United Kingdom defeating Germany on her own. What is astonishing is 
that this strategy was not reconsidered when the United States entered the 
war and when it was clear that Russia would not be overwhelmed “‘ in a matter 
of weeks’. Early in 1942 was the crucial period. It was then not too late 
to change production plans; the inordinate cost of the bomber programme 
was already apparent, both in its command over economic resources and in 
depriving other branches of the services of urgently needed aircraft; the 
technical effectiveness of the heavy bomber in damaging the enemy’s pro- 
ductive capacity was beginning to be questioned. But heavy bombing was 
the sacred cow of British strategy, and the programme went on virtually 
without question. Professor Postan quotes, without comment, the Prime 
Minister’s opinion in the summer of 1943 that ‘‘ the failure to increase the 
supply of bombers was then the greatest danger facing the war effort as a 
whole ”’ (p. 305). It would be interesting to calculate whether the cost in 
man-hours of building and equipping the heavy bombers was greater or less 
than the man hours they destroyed in German production in 1943 and 1944. 

Professor Postan, it is true, draws attention to the inquiry, conducted by 
the Prime Minister’s Statistical Branch and the Ministry of Production in the 
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middle of 1943, whether it would be cheaper to use Mosquitos instead of 
heavy bombers |for the bombing policy. But the middle of 1943 was much 
too late, and it is not surprising that the conclusions in favour of the Mosquito 
“had little backing in the Air Ministry and M.A.P.”. They would indeed 
have been quite irresponsible had they agreed to a wholesale changeover of 
aircraft production at that stage of the war. For it would only have been 
worth while, even given the superiority of the Mosquito, on the assumption 
that the war in Europe continued until 1945 and 1946. 

The weakness of man-power planning was the failure of the central author- 
ities—especially the Ministry of Production, which according to Professor 
Postan exercised an increasingly important réle in this sphere in the later years 
of the war—to look ahead more than twelve months. The crucial time was 
early in 1943. The labour force employed by M.A.P., and the Admiralty 
was due to expand considerably to the end of the current man-power allocation 
period (December 1943), and the Ministry of Supply’s labour force was to 
be only slightly reduced. All three Supply Departments were, therefore, 
planning new capacity throughout 1943 (see Table 56, p. 448, which givesa 
most valuable set of figures, not available elsewhere, of Government ex- 
penditure on fixed capital during the period 1936-1945), much of which would 
not come into operation until 1944 or even 1945. And the Supply Depart- 
ments carried on with these plans, assuming that they would be allowed to 
retain throughout 1944 at least the labour force that they were due to have 
at the end of 1943. But to anyone reviewing the man-power position at the 
centre, with the knowledge that by the middle of 1943 the barrel had been 
scraped empty, it should have been clear that the Supply Departments would 
have to release substantial labour in 1944, if the Services were not to be drasti- 
cally depleted. Thus the Supply Departments could and should have been 
told in the Spring of 1943, if not earlier, not to plan for further expansions of 
capacity in 1944. In fact it was not until late 1943 that Supply Departments 
were told that they would have to release substantial man-power in 1944. 
By that time the waste of resources had already occurred. 

The relation between service requirements, design, development and 
production was another difficult wartime planning problem, although not 
without interesting peacetime parallels in the relation between technical 
development and production. The difficulties were most intricate in the case 
of tanks and aircraft, and Professor Postan devotes considerable attention 
to the latter (see especially pp. 322-345). It is a fascinating but baffling and 
perplexing task to try to discover why some aircraft failed and others succeeded, 
Considerable stress is put on the disappointing performance and production 
delays of most of the new aircraft introduced during the war—the Whirlwind, 
Typhoon, Tempest, Warwick and nearly all Naval types. Professor Postan 
examines the circumstances of these failures and tries to come to general 
conclusions about causes. I find some of the argument unconvincing, and 
think that more attention should be paid to the circumstances surrounding 
success before generalising on this difficult subject. Why were the Lancaster 
and the Mosquito so successful ? What peculiar sets of qualities and circum- 
stances enabled Rolls Royce to do such a remarkable job in technical develop- 
ment and production ? To discuss technical development and the quality 
of aircraft in World War II without discussing the remarkable Rolls Royce 
performance is indeed like Hamlet without the Prince. But perhaps this 
will be discussed more thoroughly in the volume on the design and develop- 
ment of weapons. 
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In his discussion of planning at M.A.P., and in the concluding chapter on 
programmes and planning, Professor Postan shows unmistakenly his regret 
that there was so little attempt by that Department to inquire into production 
arrangements at the factories and by research and analysis to find the most 
efficient methods of manufacture, and then induce or perhaps even direct 
the firms to adopt them. He seems to me to refer always nostalgically to the 
time which Sir Ernest Lemon and his industrial engineers spent at the produc- 
tion division of the Air Ministry. It is impossible to discuss at length, in a 
review, the réle of ‘ industrial planning ’, but I do not agree with Professor 
Postan’s explanation of the issues and am certain that he has misinterpreted 
the views of the wartime staff of the Directorate of Statistics and Programmes 
on this subject. ; 

The standard of statistical interpretation in the book is sadly disappointing. 
I repeatedly found it quite impossible to reconcile Professor Postan’s state- 
ments about trends with the evidence of the figures themselves. I give three 
examples: 

(i) ‘It will thus be seen that, however measured, production of aircraft 
rose steadily in the first half of 1942, somewhat slowly in the second half of 
1942 and the first half of 1943, slumped in the third quarter of 1943 and then 
rose again towards the end of 1943 and more steeply in 1944” (p. 310). 

This completely overlooks the seasonal variations in output due to holidays 
in July and August Grd quarter output was always low) and the varying 
incidence of the weather in holding up flight testing in winter with con- 
sequential low deliveries in November to February and then high deliveries 
in the Spring, when the accumulation was cleared up. Even so the drop 
in 1943 from 2,201 in the 2nd quarter to 2,171 in the 3rd was hardly a slump! 


(ii) ‘‘ In this story of (aircraft) output failing to expand until the end of 
1943 but expanding more rapidly thereafter...” (p. 311). In fact, heavy 
bomber production, the main expanding item, progressed as follows to the 
end of 1943: January 1941, 17; January 1942, 81; January 1943, 282; 
December 1943, 420! 

(iii) ‘‘ Whereas under the provisional man-power allocation for 1944 
M.A.P was to lose 69,000 workers, the allocations as revised in September 
1944 involved a reduction of 189,000. But here again actual reductions 
lagged behind original plans”. (p. 376). On the contrary, M.A.P. lost 
over 240,000 from its labour force during 1944 (from 1,712,000 in December 
1943 to 1,471,000 in December 1944—see Statistical Digest of the War, 
Table 19, p. 17). 


There are many other topics on which I should like to comment—the réle 
and effectiveness of the Ministry of Production; the instruments of economic 
planning, especially allocations, priority and designation, and the function 
of each; Professor Postan’s interesting discussion of whether the Munich 
breathing space enabled us to catch up with Germany; the interesting and 
curious tendency in this country to exaggerate German strength in 1940. 
Indeed there are innumerable fascinating topics in this book worth dis- 
cussing and arguing about. But this review is long enough already and I 
must desist. I hope that I have shown, notwithstanding my criticisms, 
that this is an absorbing book well worth while reading; certainly no 
economist interested in planning and economic administration can afford 
to neglect it. 

ELy DEVONS 
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The Pattern of U.S. Import Trade since 1923. By Joun H. ADLER, EUGENE R. 
SCHLESINGER and EVELYN VAN WESTERBORG. Federal Reserve Bank 
of New York. 1952. 133 pp. 


This study gives some useful statistical material about imports into the 
United States from 1923-50. Tables are given of the value of imports, 
classified both by region of origin and by broad categories of goods—namely, 
crude foodstuffs, manufactured foodstuffs, crude and semi-manufactured 
materials and finished manufactures. Although data of this sort are of course 
available in existing published material, the systematic two-way classification 
was not in all cases immediately ready to hand hitherto. 

For each of the groups of goods, and each of the regions, price indices of 
imports into the United States have been constructed. These new price 
indices enable the authors to compile indices of the quantities of imports 
into the United States from each of the regions in respect of each category 
of goods, over the whole period. The figures give a clear (and for general 
purposes reliable) indication of the magnitude of the swings in U.S. imports 
from year to year, from region to region, and from finished to primary goods. 
Such figures illuminate many important economic questions—such as the 
European dollar shortage, and the possible conflict between internal stability 
and free trading relations with an economy as large and liable to fluctuation 
as the U.S.A. 

The statistical material is preceded by a correlation analysis designed to 
yield income and price elasticities of demand for imports in the United 
States. The validity of the methods used—or, if we like, the meaning of 
the results obtained—is open to doubt. Nor do the authors’ frequent refer- 
ences to recent criticisms of such methods suffice to remove the doubts. 
But this does not detract from the usefulness of the basic statistical material 


presented. 
H. MAKOWER. 


The Quantity Theory of Money. A Critical Study of its Historical Development 
and Interpretation and a Restatement. By HUGO HEGELAND. Elanders 
Boktryckeri Aktiebolag, Goteborg. 1951. x+ 262 pp. Kr. 25. 


For a long time now men have been fascinated by the possibility of reducing 
the explanation of the course of prices to a simple formula in terms of the 
relation between the quantities of goods and of money. Mr. Hegeland, after 
consideration, has dismissed the claims of the early primitives, arriving at 
Locke before the category of “ founders’ can be properly opened and a 
“complete statement of the quantity theory becomes available”. This 
delayed recognition rests upon his view that the crux of the theory is the 
assertion that velocity is independent of changes in quantity. This provides 
the basic condition attaching to the proposition that prices will vary propor- 
tionately with the money supply. It is of some interest that for Mr. Hegeland 
the rate of income circulation of money in the short run is in fact stable, 
because it depends on institutional conditions; but this conclusion is reached 
not by the “‘ institutionalist ’’ path, but by a priori reasoning. 

Thus the essence of the quantity theory is not an arithmetical truism, but 
the implication of a truism. But Ricardo in his bullionist arguments fell 
into the trap of reasoning causally from the truism itself, and so destroyed 
the link with Locke. The author surveys the literature, largely in terms of 
national groups, and assesses the contributors in the light of these two criteria: 
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freedom from the error of treating an arithmetical identity as a causal relation. 
Yet the story is not directionless: Fisher revived and developed the Lockean 
strand, and about the same time the Cambridge School took as an explicit 
basis for theorising the terms upon which money will be held, leading 
to a new emphasis on the flow of money incomes, and finally (with 
Scandinavian assistance) via the rate of interest to the general theory of 
employment. 

The restatement rests upon an attempted reconciliation of the respective 
roles of the quantity and liquidity preference theories on the basis of the two 
functions of money which they represent; as a medium of exchange and as 
a store of value. The result of a given change in the money supply will 
depend in the main upon how the change is made, which in turn determines 
the new distribution into active and passive balances; no single generalisation 
unifies -the two, they must be reconciled in “‘a careful study of the actual 
economic situation ”’. 

The book provides a workmanlike survey of the fragmented sources, of 
great interest to the monetary historian. Its tendency to pall upon those not 
interested in “‘ that amazing lack of distinctions which has made these futile 
discussions continue for centuries ’’, has been minimised by skilful summaries. 
The author has succeeded admirably in his main purpose of filling a gap in 
the history of economic doctrines, and has in addition effectively formulated 
his restatement. 

S. G. CHECKLAND. 


Strikes—A Study in Industrial Conflict. By K. G. J. C. KNow es. Basil 
Blackwell. 1952. xiv + 330 pp. 42s. 


This book has long been awaited by those who were aware of Mr. Knowles’ 
researches, and the waiting has been well worth while, for the author has 
provided a massively documented study of the strikes which occurred in 
Britain from 1911 to 1947. His book is crammed with statistics and graphs 
exhibiting the pattern of strikes during this period from every conceivable 
angle. Illumined by a keen appraisal of the factors which cause strikes, the 
argument, aptly supported by a wealth of illustrations drawn from a prodigious 
knowledge of the literature on this subject, throws much light on a previously 
little studied aspect of industrial relations. 

While the magnitude and duration of strikes has decreased since 1926, their 
frequency has increased. We have had more strikes in the last few years 
than in the 1930s, but the number of workers involved and the working days 
lost per strike have fallen steadily. Mr. Knowles attributes this development 
to the growth of negotiating machinery, and a decline in the use of the strike 
as an instrument of policy by the unions. A large proportion of the strikes 
which have occurred since 1940 have been unofficial, lasting only for a short 
period. Most unions today regard strikes as an unnecessary evil, to be 
avoided if at all possible, and usually take steps to deter their members from 
striking. 

Another aspect of this development is that wages and hours have ceased 
to be the most important cause of strikes. Whereas in 1919-20 71.4 per 
cent. of all strikes arose from disputes over wages and hours, the percentage 
had fallen in the years 1945-47 to 47.3. Conversely, strikes attributed to 
“* frictional ”’ causes have risen from 21.3 per cent. to 47.6 per cent. 
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Mr. Knowles believes the main function of strikes is ceasing to be that of 
forcing an employer to concede a wage increase; instead, strikes are becoming 
an expression of distrust and dissatisfaction felt by rank and file workers 
for the system of modern industrial organisation. By drawing attention 
to weaknesses in industrial relations strikes fulfil an important réle; and 
not only is this sufficient justification for permitting them to occur in a 
democracy, but it is often overlooked when condemnation is heaped on 
strikers. 

Mr. Knowles concludes his survey with an attempt to assess the significance 
of the cost of strikes to the British economy. In his opinion strikes have 
had remarkably little effect on wages, and the direct loss caused to production 
has been small and rapidly made good. Compared with the economic loss 
incurred as a result of absenteeism or holidays, the economic loss from strikes 
is trifling. Though this may be true, the effect of even a small strike, as Mr. 
Knowles admits, may be devastating in Britain’s precarious circumstances. 

Though this is not always an easy book to read, owing to the 
rather awkward arrangement of the chapters and technical appendices, it is 
an outstanding addition to the literature on industrial relations. 


B. C. ROBERTs. 


Works and Buildings. History of the Second World War U.K. Civil Service. 
By C. M. Konan. H.M. Stationery Office and Longmans, 
Green & Co. 1952. xvi + 540 pp. 32s. 6d. 


It is always a matter of difficulty to work out a satisfactory plan for a 
series of volumes such as the Civil War Histories. The rival advantages 
of a subject or functional compared to a departmental approach can be 
argued indefinitely. Whatever may be the merits of the general editorial 
scheme, this volume has lost much general interest by being treated strictly 
as a departmental history. In consequence it is of interest to administrators 
rather than to the wider professional public concerned with the building 
and related industries. It is not a history of the technical, economic or 
industrial problems of the production of building and civil engineering works 
in the Second World War. To the reader expecting to learn about these 
matters the book is like Hamlet without the Prince of Denmark. The con- 
tractors and the skilled and unskilled workmen who did the actual work flit 
only occasionally across the pages, usually in some disembodied form con- 
nected with some committee, while the building works themselves appear 
usually only as paper programmes which materialised or not as the case 
might be. ; 

The wartime function of the Ministry of Works and Buildings was in a 
sense a negative one. The Ministry was formed principally for the purpose 
of co-ordinating the building programmes of government departments and 
reducing their requirements to levels appropriate to the shrinking labour 
forces of the building and civil engineering industries. It directly controlled 
only civil building outside the main departmental programmes and certain 
building materials (e.g. bricks, cement, and roofing materials), which were 
not controlled by any other department. In general the Ministry neither 
placed contracts nor was directly responsible for their execution; nor was 
it responsible for the supply and use of labour except indirectly through the 
global allocations to the separate departments. The control of labour was 
the function of the Ministry of Labour, and the historian of the Ministry of 
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Works is unfortunately as scrupulous as the most rigid trade unionist in 
observing demarcations between jobs. 

Parts I and II are the most interesting in the book. The first deals with 
the effects of the rearmament programme on the building industry. The 
second with events leading to the transformation of the Office of Works into 
the Ministry of Works and Buildings and the struggle to evolve a workable 
system of co-ordination and control of the building programmes of the 
supply and service departments. Here the extraordinary difficulties of 
evaluating the relative importance of the requirements of the different depart- 
ments, and of short-term compared to long-term projects, are lucidly and 
sympathetically described. Part IV is in a sense an appendix to Part II. It 
describes the building programmes of the separate departments in turn, 
and perhaps inevitably becomes something of a catalogue. Unfortunately, 
in this part the discussion of the problems involved in carrying out pro- 
grammes of various types, at various times, appears to have been sacrificed 
to some extent for the sake of maintaining the departmental divisions. Part 
Il deals with the control of the building and civil engineering industries, and 
of certain building materials. It provides a useful guide to the various com- 
mittees and regulations. It is, however, disappointing to an economist for 
practically no attempt is made to discover what were the effects of the controls, 
Two illustrations of different kinds may be given. The section on the control 
of bricks (chap. VII, sect. ii) summarises the recommendations of the Com- 
mittee on Brick Industry of 1942 on the closing of brick works, compensation 
and prices. Although these recommendations were put into effect, no indica- 
tion whatever is given of the number, size or distribution of the brick works 
closed or the scale of compensation. It is difficult to believe that no informa- 
tion of any sort was available. The treatment of the control of civil building 
to which a bare four pages is devoted (chap. VI, sect. ii) provides another 
example. This gives a brief account of the licensing regulations without 
any discussion of the problems involved in the co-ordination of the activities 
of the various licensing officials. To any one who had occasion to examine 
the regional licensing machinery towards the end of the war, this omission is 
particularly striking. The impression given by the section is that the system 
worked practically perfectly from the start ! 

The volume is undoubtedly the product of much careful work and contains 
much information of various sorts. It will no doubt be useful as a reference 
book to people concerned with the problems of other government departments 
connected with building. Unfortunately, it does not often consider the 
sort of questions in which economists are mainly interested. 


MARIAN Bow Ley. 


International Money Co-operation, 1945-52. By B. Tew. MHutchinson’s 
University Library. 1952. xi+ 180 pp. 8s. 6d. 


Professor Tew’s book helps to fill an important gap in the literature of 
economics. It is mainly at the undergraduate level, but several of the chapters 
could be read with profit by any economist. It is divided into three unequal 
parts; Part I is concerned with “ First Principles”; the second and longest 
concerns the machinery of international monetary co-operation (I.M.F., 
E.P.U., I.E.P.S., and sterling) and the third part, which is the shortest and 
the least satisfactory, summarises the course of events since the war. To 
cover such a broad range of complicated topics in a very short book is a 
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difficult task, and one which Professor Tew has carried out satisfactorily. 
Nevertheless omissions and extreme compression are inevitable. The three- 
fold division of the book has a somewhat unfortunate effect, in making 
much of the second part (on the machinery) read like an elementary 
law textbook. This is especially apparent in the two chapters on the 
Fund. 

The theoretical section has a stimulating approach, of a kind we are learning 
to expect from Professor Tew. A serious omission in it seems to be an 
adequate discussion of the relationship between inflation and external 
changes and difficulties. In particular, an adequate analysis is lacking of 
how far the ending of inflation in a country leads to the ending of its external 
difficulties. This is a question upon which the student who is trying to follow 
current polemics deserves guidance. Strangely lacking, too, is any specific 
discussion of the dollar problem as a continuing or recurrent phenomenon. 
The reader will leave this book with the opinion that it is a problem either 
of post-war reconstruction, or one arising from inflation. This may or may 
not be correct; but at any rate, a guide to post-war problems of international 
finance might well be expected to discuss the dollar problem as such, and 
to consider whether there is such a thing as a cyclical or a secular dollar 
problem, and if so in what sense it does exist. It is also somewhat surprising 
to find practically no reference to the international financial aspects of the 
World Bank, Fourth Point, and the Colombo Plan. The reader might also 
wonder what part the B.I.S. can play in co-operation; several references are 
made to it, but all incidentally. 

It is very easy, however, to criticise such a short book for omissions. The 
fact remains that it is extremely useful, and that every economist who is 
unable to cross his heart and say he understands the workings of post-war 
international finance could read much of it, especially the chapter on European 
co-operation, with profit. The discussion of E.P.U. is unquestionably the 
best treatment of this subject to have appeared so far, while excellent use is 
made of Ekker’s system of discussion of the matrix of international payments. 
The book is certainly the best introduction to its field available, and without 
question it should be on every undergraduate reading list. 

A. C. L. Day. 


Conference on Research in Business Finance. National Bureau of Economic 
Research. New York. 1952. xviii + 340 pp. $5. 


This book consists of a selection of the papers and discussions at a con- 
ference on research in business finance, called by the Universities-National 
Bureau Committee for Economic Research, in June 1950. 

The topics treated fall under three broad headings: first, the collection, 
tabulation, and interpretation of statistics drawn from business accounts 
(main contributors: Loughlin F. McHugh, Charles H. Schmidt, and Lawrence 
Bridge); second, the problem of projecting business capital requirements 
(main contributors: Edgar M. Hoover, Burton H. Klein, and Albert R. 
Koch); and third, a consideration of the various factors, both on the side 
of supply and on the side of demand, which determine the type of finance 
taken up by a particular business (main contributors: Neil H. Jacoby, J. Fred 
Weston, Homer Jones, David Durand, Franco Modigliani, and Morton 
Zeman). The comments which follow relate to particular topics under the 
first and third of the above broad headings. 
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The accounting data available in the United States are inadequate in many 
respects. Information about unincorporated businesses is virtually non- 
existent, and about small corporations very limited and unreliable (p. 35). 
In almost all cases figures are liable to be distorted by “ reclassification, 
births, deaths or mergers in the business populations, and consolidation or 
deconsolidation of financial statements”, by “asset revaluations ”’, and 
by “lack of uniformity in accounting principles and practices ’’ (pp. 47-53). 

Three main kinds of statistics have been prepared: (i) figures measuring 
amounts at a moment of time—i.e., balance sheet information; (ii) figures 
measuring flows per unit of time, usually in the form of statements of “‘ sources 
and uses of corporate funds’’; and (iii) financial ratios. More importance 
is attached to (ii) and (iii) than to (i). 

The sources-and-uses statements never relate to all of the funds passing 
through a business but normally only to capital funds: “‘ the sum total of 
sources.of funds is generally conceived as the change in total liabilities and 
equity plus the allocation to depreciation reserve, while the sum total of uses 
is conceived as gross capital expenditures plus the net change in all assets 
other than the property account. (Revaluations and bookkeeping transfers 
may or may not be excluded.)”’ (p. 18). Sometimes however (as on p. 48) 
total profits, and not merely retained profits, are counted as a source of 
funds, in which case distributions of profit are counted as a use of funds. 

The most popular financial ratios are those showing the relation of one 
balance sheet item (or group of items) to another, or alternatively to either 
profits or turnover. The last of these possibilities is much the most frequent: 
a high proportion of the ratios considered by the various contributors have 
turnover in either the numerator or the denominator. (See pp. 56-59, 137, 
155-57.) 

The main use which is found for sources-and-uses statements and for 
financial ratios is to help to describe and account for the amount and type 
of funds which businesses obtain. Unfortunately, however, the explanatory 
factors adduced by the contributors to account for the amount and type of 
finance obtained by businesses seem in the main to be only very imperfectly 
measurable by the statistics at present available. 

What are these explanatory factors? On the side of supply the main 
ones are: first, the tastes of private investors with different levels of wealth, 
different social and occupational status, and different liability to taxation 
(see Homer Jones’s paper); second, the conventional rules of financial 
prudence, often expressed in the form of ‘ safe’ financial ratios, which govern 
the investment policy of insurance companies, trustees, etc., and which are 
in some cases enforced by the Securities and Exchange Commission and by 
State legislation (see pp. 151-54, 181); and third, the earning power of a 
business, which affects the extent to which it can be self-financing. 

The main explanatory factors adduced on the side of supply are: first, 
the ‘ safe’ financial ratios accepted as right by the businessman (as distinct from 
those imposed on him by some potential suppliers of finance); second, various 
risk premia which a businessman must take into account in calculating 
the return required from new assets, if their acquisition is to be advantageous 
(see Durand’s paper and the Modigliani-Zeman contribution); and third, 
the incidence of various taxes (see pp. 235, 266 and 277). 

This brief description of the scope of the conference papers and discussion 
should, to borrow the words used by Simon Kuznets in the foreword, “ be 
sufficient to indicate that no definitive answer could be given to many of 
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the challenging questions. The stock of statistical data available for research 
in the field of business finance is still rather scanty ’’, and “ one is therefore 
not surprised to find in the papers and in the discussion a strong under- 
current of lament over our ignorance and urgent calls for additional data, 
analyses, or both’. Some contributors indeed express the view that financial 
accounts are in any case not enough, and need to be supplemented with 
detailed inquiries by questionnaires or interviews, though, as Kuznets says, 
“one sometimes wonders whether recourse to the latter is not a desperate 
short cut’, which seems attractive only because of our present lack of 
financial data and our incomplete realisation of the difficulties of getting 
information by direct approach. 

My general conclusion is that this collection will be extremely valuable 
to British students of business finance, not least because it clearly reveals 
how difficult the way is, and how small the progress which even the Americans 
have so far been able to achieve. 

BRIAN TEw. 


The First Twenty Years of the Bank for International Settlements. By 
G. U. Pari. Associazione Bancaria Italiana, Rome. 1951. 270 pp. 
L.1,500. 


A reader approaching a book with this title might quite reasonably expect 
to find the greater part of it devoted to a history of the work of the B.LS. 
Unfortunately, his expectations would be disappointed by Professor Papi’s 
work. Nearly a half of the total number of pages is devoted to an extremely 
detailed bibliography on the B.I.S., including many articles of passing interest 
in daily newspapers. The chief virtue of this bibliography to the majority 
of readers must be to provide an index of world interest in the B.I.S.: the 
world press shows a sharp decline in interest in the Bank after 1931; the 
years 1933-45 all show about the same number of references to its work, 
while since 1945 there appears to have been very little interest shown in it. 

One might reasonably hope that Professor Papi would have devoted most 
of his text to an explanation of the significance and causes of this decline. 
Unfortunately, here again the book shows surprising lack of balance. Half 
the text is devoted to a broad history of international finances from 1919 
to 1931, under the title of “‘ Retrospective’. This survey adds little to the 
_ already adequate literature of the subject, and might well confuse or mislead 
the unwary. The main conclusions are that international loans are of very 
little use in restoring equilibrium, and that exchange rates should be rigidly 
fixed. Many of his recommendations are in line with the intentions of the 
I.M.F. and the other Specialised Agencies of the U.N. Yet, quite amazingly, 
there is no discussion of the relationship of I.M.F. and B.L.S. in that relatively 
small part of the book which is devoted to the operations of B.I.S. That 
the intention that the Bank should provide a means of inter-central bank 
co-operation was more important than its functions in connection with the 
Young Plan is recognised. The amount of co-operation inspired by the B.LS. 
was, however, very limited. The author argues that, since the last war, need 
for international co-operation has shown itself still more. 

But the reader who wants to know how the Bank might fit into a suitable 
system of co-operation will be disappointed; perhaps the author would be 
more enlightening if he showed more awareness that co-operation is no 
longer between central banks, but between governments. Professor Papi 
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strongly supports I.E.P.S. and E.P.U., but says very little about the part 
B.I.S. has taken in their working. One must regret that an opportunity for 
a valuable piece of analysis and history has been missed, and that too much 
of this book is devoted to irrelevancies and excessively broad generalities. 


A. C. L. Day. 


The Metropolitan Organization of British Colonial Trade. By KATHLEEN M. 
STAHL. Faber & Faber. 1951. xv+ 313 pp. 25s. 


This is an interesting book. It discusses the metropolitan organization of 
trade in the West Indies, Malaya, Ceylon, and East Africa. It seeks to discuss 
a wide variety of questions relating to that trade: 

“to give some account of the way in which individual industries 
and the firms within them are organized, the way they function, their relations 
between each other in the territories, and the extent to which policy is shaped 
by them in London and the extent to which it is shaped in the colony itself. 
How far is commercial organization established upon common principles 
in the different regions and how far is it inter-connected ? Are there any 
marked signs of colonial concerns entering established fields of commercial 
activity ? How are industries and firms organized for the purpose of in- 
fluencing colonial affairs in Britain and locally in the colonial territory itself, 
and what are their relations with the Colonial Office and Parliament ? ”’ (p. 2). 
These questions are dealt with against a background provided by a brief 
introduction to the economic and political affairs of each of the regions under 
discussion. 

It is very useful to have a comparison of the influence of London on the 
organisation of trade in these different parts of the world, together with 
some indication of the influences that have moulded development. One 
must admire the skill with which Mrs. Stahl has compressed so much into 
so short a space. At the same time one must ask whether she has not 
attempted too much. Is it really possible, for example, to assess the importance 
of metropolitan elements in West Indian trade by a brief survey of the major 
firms engaged in sugar production and of the organisation of the Jamaican 
banana trade ? Furthermore, very little is said about banking, shipping, and 
insurance. In discussing the marketing of Kenya coffee, Mrs. Stahl refers 
to the “ growing sense of co-operation and need for common action” 
(p. 243). There is little, however, to indicate how much justification there is 
for this “* growing sense ”” 

There are many other questions that arise. These criticisms, however, are 
all demands for more information. They are tributes to the interest aroused 
by the book. 

A. D. KNox. 


SHORTER NOTICES 


The Bill on London. Gillett Brothers Discount Co. Ltd. 1952. 95 pp. 15s. 


This delightful book gives an admirably clear account of the nature and use 
of the bill of exchange in foreign and domestic trade. A generous supply 
of illustrations (including a “ parcel”’ of bills inside the back cover) helps 
better than any number of words to give some idea of the feel of the business 
of the finance of trade. Gillett’s are to be congratulated for their enterprise, 
and will earn the gratitude of many generations of students who would 


1953] BOOK REVIEWS 291 


otherwise be caught between the upper and nether millstones of the Bills of 
Exchange Act and of a suspicion that bill finance is a thing of the past anyway. 


Théorie de L’Inflation et Politiques Inflationnistes. By M. FLAMANT. 
Librairie Dalloz, Paris. 1952. 231 pp. 


This book describes itself accurately in its sub-title as an essay in the applica- 
tion of Keynesian concepts. As such, it shows an admirable advance over 
most treatments of inflation written in France. 

At times, and in particular in the discussion of some of the most recent 
literature, there are signs of indigestion. But generally speaking, this book 
should prove a useful introduction to the Anglo-American literature, for 
those readers of the French language for whom the Quantity Theory is not 
enough. 


Balance of Payments Yearbook, 1950-51. Volume 4. International 
Monetary Fund. Washington. 1952. 289 pp. 


This publication continues to gather together a great deal of information, 
much of it otherwise not available. Changes from the third issue are minor. 
Britain continues to be unco-operative about allowing information to be 
published which is not available in the Balance of Payments White Papers. 
More generally, the prospect of being able to construct a table of the flow of 
world payments between countries or regions seems as remote as ever. 


Government Accounting and Budget Execution. Department of Economic 
Affairs, United Nations. 1953. 90 pp. 5s. 


This is one of a series of studies produced by the Fiscal Division of the 
United Nations Department of Economic Affairs concerning various aspects 
of government accounting. The main problem of the study is the relation 
between financial control and the structure of government accounts. Part 
I sets out some guiding principles of government accounting, and Part II 
gives illustrations from countries where “‘fiscal procedures are well developed”. 
While it is interesting for the British reader to know something of procedure 
in France, the Netherlands, United States and Sweden, it seems surprising that 
the British system of financial control is not considered. 


Effects of Taxation on Depreciation Adjustments For Price Changes. By 
E. Cary Brown. Graduate School of Business Administration, 
Harvard University. Bailey Bros. & Swinfen. 1952. xii + 
161 pp. $3-25. 26s. 


Professor Brown’s study should be of interest to British economists and 
accountants who have followed the recent discussion on the taxation of 
trading profits. Not only does he provide a useful summary of American 
discussion on depreciation adjustment for tax purposes, but he develops in 
some detail an analysis of the economic effects of replacement-cost deprecia- 
tion. This leads him to a somewhat unorthodox conclusion for an economist, 
in that he supports historic-cost depreciation, largely on negative grounds. 
Thus he rightly points out that replacement cost provides special exemption 
to holders of real assets and is therefore questionable on grounds of equity. 
While he claims that historic-cost depreciation has more favourable general 
economic effects, he admits that his case is a tentative one. A feature of the 
book is the wealth of numerical illustration. 
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Long-run Adjustments in the Balance of Trade 
By A. C. PiGou 


I 


When a country buys imports from abroad by selling exports (of 
goods and services) the two sets differ and can only differ in value by the 
amount of the country’s net unrequited imports. That is to say, total 
imports are necessarily equal to requited exports plus net unrequited 
imports. In this discussion fluctuations and the immediate impact of 
changes are ignored. I want to consider the long-run implications of 
the difference between two situations in the first of which a country’s, 
say the United Kingdom’s, net unrequited imports stand continuously 
at such-and-such a figure, and in the second the unrequited imports 
have been reduced autonomously, of their own motion so to speak, 
e.g. through a reduction in the scale of loans or gifts from abroad, or 
the repudiation of interest due to us from foreigners, not as a conse- 
quence of something that has happened to requited imports or exports, 
to such-and-such a lower figure. Unless the cut made in unrequited 
imports is very large relatively to the sum total of imports, it does not 
matter whether that cut is made in imports in kind or in imports in 
money. For if unrequited imports in the form of, say, bread are 
cut, credits due to the sale of exports can always be shifted on to 
bread. 

It is misleading to discuss our problem by speaking of a gap being 
created in our trade balance—a gap that has somehow to be filled. 
There is not, and cannot be, any gap. Suppose we have been receiving 
one hundred million pounds a year as net gift or loan—after allowing 
for our overseas investments—in addition to nine hundred million 
pounds of imports of goods and services bought with exports ; and 
that the gifts and loans come to an end. We are not confronted with 
a gap of one hundred million pounds between import values and export 
values. Exports stand at nine hundred million pounds and imports 
contract from a thousand million pounds to nine hundred million 
pounds. A balance sheet must balance; a gap is impossible. 

The proper way of looking at the matter is this. When a hundred 
million pounds of gifts or loans is cut off, we suffer damage. Suffering 
damage, we react to try to reduce this damage. While receiving the 
hundred million pounds of unrequited imports, we choose to export 
nine hundred million pounds of exports to buy an equivalent value of 
imports. When the hundred million pounds is cut off, we choose, by 
sending abroad a different amount of exports, to buy a different amount 
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of imports. It is not a question of how we fill a gap of a hundred 
million pounds between imports and exports—there is no gap; but of 
how we react to the loss of a hundred million pounds of unrequited 
imports. 

II 


Let us consider this matter first on the assumption that cuts in 
unrequited imports do not, from a long-period point of view, affect the 
productivity of the United Kingdom in respect of home goods. In 
these circumstances, when unrequited imports are cut, we suffer damage, 
which, except in so far as protective reactions take place, consists simply 
in the loss of these imports. In fact, however, protective reactions will 
take place. To unsophisticated common sense the general character 
of these seems plain. The United Kingdom, being deprived of some 
unrequited imports which she used to receive, will do without some of 
them, and will buy some by selling more exports of her own goods 
on rather worse terms than before for more imports. She will get 
fewer imports in the aggregate than she used to get, but not fewer 
by the full amount of the cut in unrequited imports. She will send away 
more exports, diverting some of her resources from providing goods 
for home use in order to provide these extra exports. She will also 
probably divert some further resources from their current use to make 
substitutes for some of the imports she is no longer getting. By these 
shiftings she will in some degree soften the blow she has received and, 
though damaged, will be better off than she would have been if she 
had simply accepted the initial cut in her imports and not reacted to it 
in any way. 

Against this prima facie common-sense analysis two qualifications 
are sometimes proposed. First the analysis asserts that the United 
Kingdom, deprived of some unrequited imports, will sell more exports 
on rather worse terms than before with which to buy more imports. 
But it is not necessary for the terms to be rather worse. For against 
the fact that the United Kingdom, receiving less unrequited imports, 
will be keener to buy requited ones, there is the fact that foreigners, 
not having to send away unrequited goods, will have more of them 
(or more resources for making them) available and so will be keener 
to sell them against our exports. In consequence it is possible that 
the terms of trade will not be turned against the United Kingdom, so 
that her augmented exports may buy proportionately or even more 
than proportionately increased quantities of imports. Most countries’ 
exports, however, are a relatively small part of their total production 
in the widest sense. Therefore in general a cut by, say, 20 per cent. in 
country A’s unrequited exports to country B will increase the amount 
of A’s goods available for use in A in a much smaller proportion than 
it decreases the quantity of import goods available for B. It is a 
“reasonable inference that the effect in pushing up B’s demand schedule 
for A’s requited goods will be a good deal larger than the effect in 
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pushing up A’s demand schedule for B’s requited goods. That is to 
say, the influence making for a movement in the terms of trade favour- 
able to B will be a good deal weaker than the influence making in the 
opposite direction. This general reasoning is applicable to the special 
case of the United Kingdom. Though it is possible that an autonomous 
cut in unrequited imports will turn the terms of trade in her favour, 
it is probable, with a fairly high degree of probability, that it will turn 
them against her.' Therefore our common-sense analysis is, after this 
refinement, still substantially intact. 

Secondly, our common-sense analysis asserts that the United Kingdom 
will send out more exports than before the change and buy with them 
more imports. But it is possible that the foreign demand for our exports 
is so inelastic that a larger volume of exports will buy not a larger 
but a smaller volume of imports; which implies, of course, a very 
large adverse shift in the terms of trade. If this is so, our common-sense 
analysis breaks down. Not only is its account of the reactions to be 
expected incorrect, but also these reactions do not mitigate the damage 
done to us by the cut in unrequited imports. On the contrary, they 
make the damage worse. For exporters acting separately are stimu- 
lated, each of them, to send out more exports, ignoring the fact that 
what each gains is more than offset by what the others lose; with the 
result that our reactions entail our sending away more exports and 
receiving a reduced total of requited imports in exchange. We are thus 
worse off than we should have been if we had not reacted at all! But 
this is really a mare’s nest. From the standpoint of a very short period 
it may indeed be that foreign demand for United Kingdom exports is 
highly inelastic, that is to say, has an elasticity less than unity. Here, 
however, we are thinking, not of short-period fluctuations, but of long- 
period changes. From that point of view, which allows adjustments 
to new conditions to be made, it is very improbable that the foreign 
demand for United Kingdom exports is in fact highly inelastic. Hence 
our common-sense analysis stands up against both these qualifying 
comments. 


Ill 


The enquiry started in Section II ignored the possibility that 
autonomous cuts in unrequited imports may affect the productivity of 
the United Kingdom in respect of home goods. We have now to 
bring this possibility into account. The effect of which one naturally 
thinks first has to do with the volume of employment. There can be 
no doubt at all that for short-run problems, connected with industrial 
fluctuations, this sort of effect is extremely important. It would need 
to be studied in close detail, particularly in reference to different types 
of monetary policy. Would a slump initiated abroad cause more un- 
employment here, if the foreign exchanges were pegged to a fixed parity, 


1 Cf. Economic Journal, December 1952, pp. 940-41. 
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or if they were free to fluctuate; and so on? A great deal turns on what 
happens to wage-rates reckoned in terms of home product. If these 
are unaltered there is no reason why the volume of employment should 
not also remain unaltered ;' but they may well not remain unaltered. 
For the purposes of long-run analysis, with which we are here concerned, 
we can, however, as it seems to me, properly suppose that wages will 
so adjust themselves that, on the average of good and bad times, the 
proportion of available wage earners actually at work is, apart from 
cataclysms, roughly constant. It is true that in the period between the 
two wars the average percentage of unemployment was much higher 
than it had been during the fifty years before 1914; but the war was 
a cataclysm. If, in spite of what happened in the post-war period, I 
am allowed provisionally to stick to my supposition, it will follow that 
the consequences for productivity due to increased unemployment need 
not be considered here. 

It is not, however, only through unemployment that home producti- 
vity may be affected. There is another important factor, one which 
may operate in the long run no less than in the short period. For the 
United Kingdom the main body of imports is of a very special character. 
A large part of them consists in raw materials to be worked up in her 
industries. Most of these raw materials are of a kind that cannot be 
produced at home. Our skills and our equipment are geared to work 
them up. A serious cut in the imports:of them would, therefore, in 
effect rob us of a large part of our own productive force by driving 
it into uses where it was less effective, and so inflict on us an indirect 
loss very much greater than the direct one. Moreover, a second 
large part of our imports consists of what we may call mass-consumption 
goods. A certain minimum supply of these is essential to health 
and, if this minimum is not forthcoming, not only the happi- 
ness but also the productive efficiency of the country will suffer 
damage. 

There is a complication to be noted here. If home productivity 
is reduced, our demand for imports in terms of home goods is lowered. 
Hence there is no longer so strong a presumption as in the simple case 
treated in the previous section that the terms of trade would be turned 
against us. They may, indeed, be turned in our favour, thus providing 
some mitigation for the loss we suffer from the injury to our produc- 
tivity. But of course, since this mitigation only results from the fact 
of our being poorer, it cannot outweigh the damage directly due to 
that. In other words, if our productivity is lessened as an indirect 
consequence of an autonomous cut in our unrequited imports we 
suffer more, in spite of this mitigation, than we should do if our produc- 
tivity were not thus lessened. 

There is a further significant point. The damage which we suffer 
via our productivity may be cumulative. For lessened productivity 


1 Apart from a very small effect if the rate of interest, and so the discounted value 
of work whose product only emerges after a little time, is altered. 
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lessens our ability to provide exports; this causes our imports of essen- 
tial materials and food to fall further; this reacts again on our 
ability to export; and so on indefinitely. There is not, so far as I 
can see, any guarantee that the successive steps in this process will 
not constitute a divergent series. If they do, the second situation 
will not come into equilibrium until requited imports and requited 
exports have both disappeared ! 


IV 


We have seen in a general way that, when unrequited imports on 
which a country has been relying are cut down, damage is inflicted and 
protective reactions take place which tend to mitigate that damage. 
The fact, however, that one individual’s reaction often affects other 
people in ways that do not enter into that individual’s calculations 
makes it unlikely that the private-enterprise reactions of our exporters 
and importers will be the optimum reactions, that is to say those that 
would soften the damage done to us as much as it could be softened. 
More particularly, the indirect damage due to large cuts in imports 
of materials and food are unlikely to be taken fully into account in 
the reactions of private persons. There is thus scope for Government 
intervention, not merely in the short run but, may be, in the long run 
also, no matter what the Government has been doing hitherto to 
supplement, and—provided it is sufficiently competent—to improve on, 
the natural reactions of private persons. There are three principal 
lines of policy open to it that will help to safeguard those classes of 
imports which it deems, in the existing circumstances, to be especially 
important. First, it may simply subsidise these classes of imports. 
Secondly, it may in effect subsidise the United Kingdom’s exports so 
as to increase her power to buy imports in general; for example, 
by controlling supplies of raw material and allocating them by prefer- 
ence to the export industries, or by using purchase taxes to divert 
goods for which there is a large foreign demand away from the home 
market. Thirdly, it may ban or restrict imports that it regards as of 
secondary importance from the national point of view, in order to 
conserve the foreign exchange bought by our exports for obtaining 
those that are of primary importance—the aim being, not to reduce 
aggregate imports, but to secure that such reduction as must occur shall 
be made where the hurt is least. Of course, importance or essentiality 
is not a quality which attaches to particular classes of goods irrespective 
of their quantities. Up to a certain quantity water is essential, at a larger 
quantity inessential and at a still larger quantity, as the recent floods 
have shown, it becomes a menace. When it is said that one kind of 
import is essential and another not, there always ought to be—I will 
not say there always is—an implicit reference to some actual situation 
in which the quantities of the two classes of imports being currently 
purchased are given, Restrictions upon the expenditure of United 
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Kingdom citizens travelling abroad are, of course, from this point of 
view equivalent to restrictions upon relatively unimportant imports. 
None of these devices is likely to accomplish its purpose completely 
because all of them tend to induce some sort of countervailing action 
on the part of foreign governments; but all of them may succeed to 
some extent. It should be added, perhaps, that if, as seems bound 
to happen, a deus ex machina, whether invoked by government stimulus 
or appearing independently, in the form of improvements in our 
productive technique, comes in to help, the damage inflicted on us by 
the cuts in unrequited imports will not, indeed, be prevented but 
may be partly, fully, or even more than fully compensated. 


APPENDIX 


Suppose that there is only one sort of import and one sort of export; 
that we initially export X units of our product and receive X units of 
imports in requital together with K units of unrequited imports. Suppose 
that these unrequited imports are cut off and that time is allowed for 
adjustment to be made to the change. It is desired to express in terms 
of our home product—not in psychological terms—the damage which 
we suffer in consequence of this. 

In the new conditions we export xX units of home product and receive 
in exchange for them xpX units of foreign product, where p, instead 
of 1, now measures the terms of trade. We are now “ worse off ’’ than 
before to the extent of (x - 1)X units of home product plus {K—(px-1)X} 
units of imports. The real value to us of these lost imports, expressed 
in terms of our home product, may be taken, on the lines of Marshall’s 
consumer’s surplus analysis, to be somewhere between {K — (px - 1)X} 


and Antero dE units. We cannot, of course, know a priori precisely 
bet ; Ka = 
where it lies, but at a reasonable guess it may be put at a 


Thus our total loss, expressed in terms of our home product, is 


(x - IDX4/p+K -(px- DX _K_ areal 
VP were wore VP Ls 
From this formula we know that, if p = 1, i.e. if the terms of trade 
are unchanged, our burden is exactly equal toa loss of K units of home 
product. We presume that x=>1, p<=1 and px=>1. It follows 
iy ; K : 
that our burden is in all circumstances less than eee (x-—1)X units of 


our home product. More generally, our burden in terms of home 
product is larger the more p falls short of and the more x exceeds unity; 
that is to say, the more the terms of trade are turned against us and 
the more our exports are expanded. 
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We must not, however, say that the burden is larger the more the 
terms of trade are turned against us without qualification; because 
conditions which entail the adverse shift in these being large may also 
entail the expansion in our exports being small. Still less must we say 
that a large adverse movement in the terms of trade, should it occur 
in consequence of our unrequited exports being cut off, causes the 
burden to be large while a small one would cause it to be small. Rather 
if the word cause must be used, we should say that the cut in our 
unrequited imports in association with all the surrounding circum- 
stances is the cause at once of what happens to our burden, to the 
terms of trade and to the volume of our exports. 


King’s College, Cambridge. 
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Concentration in Tropical Trade: Some Aspects 
and Implications of Oligopoly 
By P. T. BAUER 


I 


In the course of an inquiry into the structure and organisation 
of the trade of British West Africa considerable quantitative informa- 
tion has become available on the degree of concentration in the import 
and export trade of Nigeria and the Gold Coast.1 Some of this 
information is presented and analysed in this paper. The information 
is both comprehensive and detailed, and offers what seems to be an 
exceptional opportunity for analysing the factors affecting the degree 
of concentration in trading activities, especially in the external trade 
of tropical territories. 

Information on the shares of firms in a particular trade or industry 
is of interest chiefly where the degree of concentration is high. It 
provides some indication of the maximum number of suitable alter- 
natives open to its suppliers and customers. The actual number 
may in some respects? be reduced by effective coalitions among 
some firms; and the degree of concentration is suggestive of the 
probability that coalitions may be formed and effectively maintained. 

Indices of concentration may also be suggestive both of the degree 
of dependence and of the sense of dependence of those dealing with 
the monopolists and oligopolists; and of the power of the largest 
firms to influence prices (“ make the market ’’) which is a corollary 
of a high degree of concentration. Thus they are valuable pointers 
to important aspects of monopoly and oligopoly situations. But by 
themselves they cannot serve as reliable indices either of the reality of 
dependence, or of the degree of monopoly power, or of the profitability 
of monopoly.*4 These depend on factors which usually cannot be 


1 The two colonies have a combined population of over thirty-four million 
(Nigeria about thirty million and the Gold Coast over four million) and at present 
the external trade totals about £350 million annually, of which Nigeria accounts 
for about three-fifths. 

* Where separate selling organisations are maintained alternatives of convenience 
and service remain. Even where the coalition between firms remains effective, some 
of their employees may be prepared to grant price concessions to some customers 
out of their own remuneration, and to that extent the effective range of alternatives 
is widened. 

® The sense of dependence is often closely related to the degree of concentration 
and may be independent both of the reality of dependence and of the exercise of 
monopoly power. 

“With few exceptions the dependence is greater for sellers who are confronted 
by a monopolist buyer of their products or services than for buyers who are con- 
fronted by monopolistic sellers. This follows from the functioning of a specialised 
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expressed in a meaningful sense quantitatively or by means of a simple 
formula. They include such factors as the availability and suitability 
of substitutes (which are affected by the definition of the industry 
or the commodity); access of customers and of suppliers to alternative 
markets and occupations; conditions of entry; effectiveness of 
co-operation among the firms; and so forth. These factors require 
qualitative analysis. 


Il 


There is a fairly high degree of concentration in the external trade 
of many even of the larger and more populous of the so-called under- 
developed countries. The principal reason for the predominance of 
a comparatively small number of large firms seems to be the advantages 
offered by the possession of large capital which appear to be very 
marked in foreign trade with tropical or sub-tropical countries 
exporting primary products. 

The risks of trading in these territories are greatly increased by the 
wide fluctuations in their purchasing power, combined with the long 
period between the placing of orders for supplies and their ultimate 
disposal. Firms short of liquid resources may be unable to weather 
temporary adversity, or to dévelop stable and continuous relationships 
with overseas suppliers. Unless reserves are ample wide fluctua- 
tions in the prices of export produce may also result in losses on 
stocks and consequent financial embarrassment. Loans and loan capital 
are difficult to raise, particularly in times of strain; assets in foreign 
countries are not readily acceptable as security; certain types of 
lender, especially the British banker, prefer to lend to customers of 
whose activities they have fairly detailed information which tropical 
traders find it difficult to furnish; and lenders are aware of the general 
hazards of this type of enterprise. Firms with large capital of their 
own on the other hand, are likely to survive the frequent fluctuations 
in trade without severing established contacts. They are likely to be 
in a position to buy up the assets and/or the organisation of firms 
in financial difficulties; indeed at times they may almost be compelled 
to do so to prevent the demoralisation of the market by distress selling 
of stocks. 

Other advantages also accrue to merchants in tropical trade from 
the possession of large capital. In many under-developed countries 
important ancillary services, especially warehousing and local transport, 
are poorly developed, and firms able to operate these are at an important 
advantage which favours firms with substantial capital. Possession 
of liquid resources also enables traders to take early advantage of 
new economic opportunities thrown up in a developing economy. 
Outstanding opportunities are in this way frequently presented to 


economy in which incomes are earned by individuals by selling specialised services 
or their products (or at most a few specialised services or their products), and in which 
they spend their incomes on a wide range of commodities, 
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the merchants in these territories, and developed and exploited by 
them both in the general interest and to their own advantage. 
Entry into successful tropical trading is likely to require a con- 
siderable minimum capital. Once established, firms find it easier to 
raise money. Up to a point expansion tends to be cumulative, though 
beyond a certain size growth brings important disadvantages. In 
practice it is often difficult to distinguish between the advantages 
arising from the possession of capital and the mere size of the enter- 
prise, and those accruing to firms already well established in the field. 
In certain branches of tropical trade the advantages derived from 
the possession of large capital (especially the ability to survive vici- 
ssitudes) are reinforced by certain economies of large-scale operation. 
There are familiar economies from the bulk storage, handling and 
transport, especially of standardised products, such as flour, salt, 
cement, petroleum products. Similar economies to suppliers arising 
from large-scale transactions in these commodities enable them to 
grant quantity discounts to large-scale buyers which may represent 
genuine economies (especially in transportation) rather than extorted 
concessions.! Because most of these commodities are highly stan- 
dardised a constant study of market requirements or contact with 
consumers is not quite so important as in other commodities, and it is 
comparatively simple to administer and control even a very large trade. 
But these advantages and economies are not unlimited. Beyond a 
point, which varies greatly for different activities, expansion of scale 
very largely involves duplication of available facilities, rather than 
the better use of facilities or the introduction of better methods. Even 
where improved methods are introduced the economies are eventually 
likely to be counterbalanced by higher costs of administration and 
control. The limit of the economies of size is likely to be reached 
soonest in trading in unstandardised commodities or services, and/or 
in markets in which supply and demand conditions change frequently 
and rapidly. These limitations are reinforced in the largest firms 
by the necessary reliance in senior posts on many executives whose 
financial interests are not bound up closely with the success of the 
enterprise, with the outcome of the decisions they themselves make, 
or with the fruits of their own efforts. The division of functions and 
of control between overseas head offices and the local establishments 
strengthen these considerations. Divided control and delayed decisions 
raise costs and impede rapid response to profitable opportunities. 
In practice the disadvantages of large size and complexity in terms of 
economic efficiency are often counterbalanced by the strategic advan- 
tages enjoyed by firms partly by virtue of their early start but chiefly by 
virtue of their size. These often result in important advantages in 


1 Somewhat analogous economies accrue to the substantial importer of textile 
prints, since printers often quote lower prices to buyers who place orders permitting 
long production runs on particular designs and specifications; they frequently 
refuse to consider orders below certain large minimum quantities, 
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the sphere of market strategy; and what is apt to be more important 
in contemporary conditions, more favourable treatment by officials. 
Important disabilities are often imposed on small and medium-sized 
and new firms by various types of administrative action and policy, 
in such spheres as the framing and administration of immigration 
regulations and of trade controls. 

Developments in the last ten or twelve years have enhanced capital 
requirements in external trade in many parts of the world. Enforced 
reliance on more distant sources of supply as a result of interruptions 
of access to more convenient and customary sources slows down the 
rate of turnover of capital, thus placing an additional premium on 
the possession of large capital. Longer delays in deliveries produce 
a similar result. These factors are likely to be influential in long- 
distance trade, such as the external trade of many tropical countries. 

Under conditions of full employment in the overseas supplying 
countries sellers show a particularly marked preference for dealing 
with firms able to place large orders, quite apart from their preference 
for confining available supplies to established customers. This inci- 
dental by-product of full employment, especially of hyper-employment, 
may substantially influence the trading situation and the prospects 
of different classes of trader. With rising costs of labour and equip- 
ment, suppliers are likely to demand increased charges for handling 
small orders, even when they are prepared to accept them. 

In the external trade of West Africa local conditions tend particularly 
to favour firms in possession of large capital. Especially in Nigeria, 
the long distances and poor communications and the wide dispersal 
and small scale of individual production and consumption postulate 
a relatively large volume of stock in storage and transit to sustain a 
given volume of trade. The storage and movement of the stocks in 
turn call for larger fixed investments and more European supervisory 
and technical personnel. 

The absence of a local capitalist class comparable to the Chinese 
or the Indians in the Eastern trade, has also increased the capital 
requirements of the merchant firms. They have not been able to 
dispose of imports in wholesale quantities to local intermediaries 
financing their own activities. They have found it necessary to finance 
many of their customers; and they have also been drawn into small- 
scale semi-wholesale or retail trade in widely dispersed establishments. ! 
Thus directly or indirectly the firms have had to carry large stocks to 
secure a given volume of trade. The same forces have operated in 
the purchase of local produce for export which has had to be bought 
at up-country establishments frequently in small quantities, and 
financed by means of advances before purchase which increases both the 


1 The vertical integration of the merchant firms has stemmed partly from motives 
of market strategy. Most of these motives have however been connected with the 
advantages of the possession of large capital and with the absence of a local capitalist 


class. 
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capital required and the risk involved. For many years past the 
granting of advances has been an important prerequisite of successful 
entry into produce buying, especially in the purchase of cocoa and 
groundnuts. 

The various influences increasing capital requirements in recent 
years which have already been listed have also operated in West 
African trade. Asa result of enforced reliance on more distant sources 
of supply and of shortages and bottlenecks of various kinds, much 
larger amounts of capital have had to be locked up by traders in the 
forms of stocks and storage facilities. 

In common with the trade of other tropical regions the external 
trade of West Africa has been subject to wide fluctuations of fortune, 
and, as we have seen, capital requirements in West Africa are especially 
heavy. There are therefore certain underlying influences making for 
a high degree of concentration.' 

For these reasons we should expect a comparatively high degree of 
concentration in the external trade of West Africa; and we should 
expect this to be particularly marked in the standardised staple lines 
of trade. 

Ill 


The degree of concentration in the import trade is very similar 
in Nigeria and in the Gold Coast. But the information is available 
for Nigeria in a more convenient and comprehensive form than the 
corresponding information for the Gold Coast. For this reason this 
section is confined to the presentation and discussion of the Nigerian 
data; the statistics available on the degree of concentration in the 
import trade in the Gold Coast are presented in a note appended to 
this paper.” 


1 In recent decades certain fortuitous circumstances have also played their part 
in promoting concentration in West African trade. 

These included the conferment of powers of government on the Niger Company 
for a period of fourteen years from 1886 to 1900. The acquisition of the Niger 
Company by Lever Brothers in 1920 was also partly fortuitous as it was a by-product 
of the endeavours of the first Lord Leverhulme to establish plantations in West Africa. 

The two most important amalgamations since 1920 were both precipitated by 
chance events. The amalgamation of the Niger Company and the African and 
Eastern Trade Corporation in 1929 to form the United Africa Company was brought 
about partly by heavy losses incurred by the African and Eastern Trade Corporation 
through unsuccessful cocoa speculations and the incomplete observance of a market 
sharing agreement by one important participant. The absorption of the substantial 
firm of G. B. Ollivant by Lever Brothers (the parent company of the United Africa 
Company) was an indirect result of the Royal Mail frauds which resulted in financial 
embarrassment to G. B. Ollivant. 

These various events and influences were in a sense chance occurrences; but 
they promoted concentration only because advantage was taken of them by 
organisations with large capital. 

* The information underlying most of the material presented in this section 
was assembled by the Department of Commerce and Industry and by the Depart- 
ment of Statistics in Nigeria, chiefly from Customs records. 

For most of the commodities the information was also provided from private 
sources. In every instance the figures provided independently by these sources 
agreed very closely, which is reassuring about the reliability of those data 
derived from one of these sources only. 
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Some points of presentation need to be cleared up first. Practically 
all petroleum products and the larger part of the imports of cigarettes 
are imported by the oil companies and by the largest manufacturer, 
but are released through the merchant firms.’ In assessing the shares 
of the merchant firms in the trade in imported merchandise their 
shares in the sale of these products need to be added to their shares 
in merchandise imports. 

Associated firms and subsidiaries are treated as single firms. 

The majority of the leading merchant firms in West Africa, denoted 
in this section by code letters A to F, have at various times participated 
in market sharing agreements, of which the Merchandise Agreement, 
concluded in 1937 and abandoned in 1946, was the most comprehensive. 
These firms have also been parties collectively to various agreements 
with suppliers. Though there still are periodic informal understand- 
ings of varying degrees of effectiveness to maintain pre-existing shares 
in the trade, there do not now seem to be any formal agreements 
between these firms. We shall refer to them as the Merchandise 
Agreement group. This, of course, is not intended as a term of abuse 
or even of criticism, but simply as a convenient collective noun for 
a distinct group of old-established European firms. Except where the 
contrary is specifically indicated, it does not imply concerted action 
by these firms. 

In West Africa the first stage in the import trade, that is, direct 
importing, is largely in non-African hands. From information extracted 
by the Department of Statistics in Nigeria from Customs records it 
appears that in 1949 about 85 per cent. of the import trade of that 
country was handled by European firms, about 10 per cent. by Levantine 
and Indian firms and about 5 per cent. by African firms. 

The distribution of the import trade in Nigeria among the participat- 
ing direct importers is shown in table 1. 


TABLE 1 


SHARES OF PRINCIPAL IMPORTERS IN COMMERCIAL MERCHANDISE IMPORTS INTO 
NIGERIA, 1949 


Firm Percentage of values 
A 34 
B 8 
Cc {/ 
E 3 
F 5 oe a 2 
H we ae 3 
I . £3 4 gh x a 2 
Z (aggregate of all other importers) a 37 


The firms A to F* are the members of the Merchandise Agreement 
group. The residual item Z includes all firms importing individually 


1 Cigarettes manufactured in Nigeria by a subsidiary of the British American 
Tobacco Company are also released through the merchant firms. These supplies 
are treated as imports in the calculations in this article, 

2 The code letters are used consistently to denote the same firms. 


308 ECONOMICA [NOVEMBER 


less than one per-cent. of all merchandise, and also the imports of 
petroleum and tobacco products by those importers who are not 
merchant firms. If these imports are divided among the merchant 
firms on the basis of commercial releases to them the shares of the 
largest firms in the sale of imported merchandise are raised quite 
considerably. The share of A becomes about 40 per cent. and 
that of firms A—F is raised from 58 per cent. to about 66 per cent. 

Total imports include such items as mining equipment and supplies, 
marine and river vessels, ships’ and aircraft stores and so forth imported 
by the mines and by the shipping and air lines; these supplies are not 
trade goods in the accepted sense of the term. If these items are 
excluded the share of A—F in the sales of imported trade goods in 
Nigeria in 1949 becomes about 70 per cent. or slightly more. 

The shares of firms in the aggregate imports of all commercial 
merchandise is information which is of limited meaning only. Quantita- 
tive information on the proportionate shares of the firms in individual 
commodities is in some ways of greater significance and interest than 
their shares in total imports. Table 2 (p. 309) presents this information 
for Nigeria for 23 commodities or commodity groups; in recent years 
these commodities have represented about three-fifths of the value 
of all merchandise imports. 

As will be clear from table 2 there are wide differences in the degree 
of concentration in different commodities which are of some general 
interest. 

In the absence of licensing the degree of concentration tends to 
be specially high in standardised bulk staple lines, such as flour, cement, 
salt, cabin bread, and the other items in columns 2 to 9 in table 2. 
This result is in accordance with expectations, since the economies of 
large-scale purchasing and bulk handling, transport and storage are 
marked in these commodities; moreover they offer few opportunities 
for the judicious gauging of the requirements of the consumer and 
the other advantages which flow from close contact with suppliers 
and with customers. 

Flour and sugar imports in 1949 were subject to specific licensing 
and this also applied to corrugated iron sheets from certain sources. 
For reasons of policy, preferential treatment was granted to African 
importers in the allocation of import licences. It is certain that without 
this the share of the small firms (included in Z in the tables) would 
have been appreciably smaller. As direct importing requires con- 
siderable capital and skill, this particular form of assisting Africans 
has serious disadvantages, particularly when applied in a sphere of 
trading where small-scale operations tend to be inappropriate. 

The tendency for the degree of concentration to be higher in stand- 
ardised lower-grade merchandise emerges quite strikingly in the trade 
in textiles. The share of the largest firm is greatest in the importation 
of bleached and unbleached textiles and becomes progressively smaller 
for those categories in which variety, design and colour are of greater 
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importance, such as for printed cotton piece goods and rayon piece 
goods. 

The table also provides quantitative information on another 
proposition which seems plausible on general grounds. A large 
measure of concentration among overseas suppliers conduces to 
concentration among importers. This is an instance of the general 
tendency of a high degree of concentration at one stage of production 
or distribution leading to similar conditions at subsequent stages. 
The influence towards concentration in distribution is especially 
strong where a product is standardised and the overseas supply is 
largely concentrated. In the West African merchandise trade petroleum 
products, cigarettes, salt and sewing thread provide obvious examples.' 


IV 


The export of practically all agricultural products of both Nigeria 
and the Gold Coast is in the hands of marketing boards which are 
statutory export monopolies. In the actual export of these products 
the concentration is of course 100 per cent. The merchant firms act 
as buying agents for the boards, and for these commodities the statistics 
of concentration shown here refer to their operations as buying agents 
and not as actual exporters. For hides and skins and timber the 
information refers to the shares of firms in actual exports.’ 

With the exception of the buying of cocoa, confidential market 
sharing syndicates are operated by most of the licensed buying agents 
in the purchase of produce for export on behalf of the marketing 
boards.* In a review of statistics of the degree of concentration it is 
necessary for two reasons to take cognisance of such market sharing 
syndicates. First, the presence of a syndicate implies that in effect 
the syndicate members share their purchases. The shares of individual 
firms in total purchases do not give a full picture of the degree of 
concentration; in addition, the share of all the syndicate members 
taken together must be considered—because they act largely in concert 
and in their purchasing activities voluntarily limit their independence 
of action. Secondly, the share of an individual firm in total purchases 
in any year may give a misleading indication of its quantitative impor- 
tance if it is a member of a syndicate. A firm may intentionally limit its 
purchases in accordance with the provisions of the syndicate arrange- 
‘ments. This tends to increase the tonnage bought by others, whether 
members of the syndicate or not. Conversely, a syndicate member 
which was buying less than its agreed share might make a special effort 

* Most of the imports of sewing thread are derived from the United Kingdom 
where one producer holds a dominant position both in the home and the export trade. 

* There is much information available on the shares of individual firms in the 
export trade of West Africa. It is derived partly from returns furnished by the 
buying agents to the executives of the marketing boards and circulated by them, 
and partly from analysis of Customs entries. Considerable information has also 


been made available by private sources. 
3 For palm kernels and palm oil see note 5 to table 3. 
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to recover its position; and this tends to reduce the tonnage bought 
by others. 

These difficulties have been met by providing some supplementary 
information. Where appropriate, the combined share of syndicate 
members in total purchase is shown, as well as the adjusted shares of 
the largest firm and of the three largest firms together. The adjusted 
share for this purpose is the firm’s participation share in the syndicate 
multiplied by the syndicate’s share in total purchases. 

The available information is summarised in table 3 (overleaf). Details 
of the shares in purchases for export” or in actual exports® are shown 
for each firm for the most important non-mineral exports. In addition 
the shares have been calculated of the firms in the total trade in these 
Nigerian non-mineral exports. No similar calculation for the Gold 
Coast is presented; in view of the preponderance of cocoa in non- 
mineral exports the shares of firms in cocoa buying are sufficient 
indication of their participation in produce buying generally. The 
products listed represent 92 per cent. of all non-mineral exports from 
Nigeria; in the Gold Coast cocoa alone accounts for over 90 per 
cent. of non-mineral exports. 

A high degree of concentration is shown by the fact that in each 
case the three largest firms purchase more than one half of the quantity 
exported. The degree of concentration in the export trade is somewhat 
higher than in the import trade. The low value, bulkiness and stand- 
ardised nature of the export products provide somewhat less scope 
for the activities of the smaller trader than does the more varied 
import trade, especially outside the bulky staple products. Institutional 
arrangements, notably the operation of the statutory export quotas 
during the war, more recently the establishment of marketing boards, 
have served to reinforce this influence. The very high degree of con- 
centration in the purchase of oil palm produce, especially palm oil, 
seems to be the result of a combination of technical factors (the 
economies of bulk storage and transport), of historical factors (the 
Niger delta was the stronghold of the Niger Company) and of geo- 
graphical factors (difficulties of communication in some of the most 
important producing areas). 

As has already been suggested, the degree of concentration is an 
incomplete measure of monopoly power. This appears for instance 
from the prevalence of a fair degree of price competition in the purchase 
of several of the products covered by table 3. This has been notable 
in groundnut buying and in the buying of palm kernels, activities 
which, statistically, appear to be dominated by a few large firms 
and where buying syndicates handle a large part of purchases. The 


1 For instance, if in a particular year the quota of firm X in the syndicate is 50 
per cent. and the syndicate in the aggregate has handled 90 per cent. of all purchases, 
the adjusted share of firm X is taken as 45 per cent., even though its actual purchases 
may have been larger or smaller than this percentage. 

2 That is, their purchases as licensed buying agents on behalf of the marketing boards. 

3 That is, their exports as shippers on their own account. 
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statutory minimum prices of groundnuts and of palm kernels have 
frequently been appreciably exceeded. Moreover, the progress 
of a comparatively small number of medium-sized and small firms 
has apparently brought about the dissolution of the palm kernel 
and palm oil buying syndicates. 


Vv 


During the war and early post-war years practically all West African 
export produce was bought by the merchant firms on behalf of the 
authorities. Generally speaking the firms were reimbursed for their 
expenses in accordance with an agreed schedule of costs and remunerated 
for their services by a commission. Over this period the purchase for 
export (or the actual export) of these products was subject to official 
quotas; for oilseeds the system operated from 1939 to 1945 and for 
cocoa until 1947. The firms were allotted percentage quotas and 
were supposed to keep as near to these as possible. Those who 
purchased more than their quota were debited by the controlling 
authorities for the benefit of those who were under-bought. The 
penalty payments for over-purchases were equivalent to the sum of 
the commission and the overhead items in the schedule of expenses.? 

The West African export quotas were among the most paradoxical 
of wartime controls. The quotas were imposed and maintained in 
the face of an unlimited market for export produce. The British 
government had undertaken to purchase all cocoa at the same price 
whether or not it could be shipped. Of oilseeds there was indeed 
an acute shortage. The fact that the market was unlimited was 
implicitly recognised in that no limit was placed on aggregate purchases 
or shipments; the quotas simply referred to shares in an unspecified 
and unlimited total. The quota system was in fact simply an official 
recognition with statutory sanctions of the private produce buying 
syndicates which operated before the war. 

The quota system has had various far-reaching effects on West 
African economies which, however, will not be considered here. 
But in conjunction with the shares of the firms in purchases of export 
products shown in table 3 the quotas offer an exceptional opportunity 
for presenting quantitative information on the effects of such a system 
in freezing the pattern of trade and in preventing the growth of new 
firms. By comparing the quotas of the firms with their shares in 
purchases shown in table 3 it is possible to measure the effects of 
the entry of new firms and the expansion of some established firms 
which have taken place since the quota system was abolished. In the 
circumstances of West African trade in the late 1930’s it is reasonable 
to assume that these or similar developments, probably on a larger 

1 Cf. “Competition and Prices: a study of groundnut buying in Nigeria”, 
Economica, Feb. 1952, by Mr. B. S. Yamey and the present writer. 

* This method of calculating penalties was exactly the same as that provided for 


in the cocoa buying agreement of 1937 and in the other produce buying agreements 
or syndicates between West African merchants in produce buying before the war. 
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scale, would have taken place sooner if the quota system had not 
been imposed.! 

The salient facts are summarised in table 4 which should be read 
together with the accompanying notes. 

The table suggests that the share of newcomers who entered the various 
branches of produce buying since 1947 is about equal to the reduction 


TABLE 4 


CHANGES IN PARTICIPATION IN PRODUCE BUYING SINCE THE ABOLITION OF THE 
QuoTaA SYSTEM 


Combined share of three largest wartime quota 
holders 


Purchases of 
firms which 


commenced 
buying since Effective share 
1947 as in purchases, 
percentages of 1949-50, or 
total! purchases 1950, allowing 
in 1949-50 or for syndicate 
1950 arrangements 


(a) 
vA 
no syndicate 


” 


71 
83 
58 


Cocoa, Gold 
Coast ‘ 

Cocoa, Nigeria 

Palm kernels, 
Nigeria 

Palm oil, 
Nigeria 

Groundnuts, 
Nigeria ye 


Notes TO TABLE 4: 


1. In the purchase of oilseeds the quotas were abolished in July 1945, but the 
prohibition of the entry of new firms continued until 1947. In cocoa buying the 
quota system and bar on entry were removed together in 1947. 

2. Both in the Gold Coast and in Nigeria certain classes of small cocoa buyer 
(so called B shippers and agents) were in receipt of fixed specific tonnage quotas 
as distinct from percentage quotas. In the Gold Coast after several revisions these 
tonnage quotas came to total about 10 per cent. of the crop exported. In Nigeria 
eventually only the co-operatives remained with tonnage quotas and all other buyers 
received percentage quotas. The tonnage quotas of the co-operative societies 
were about 10 per cent. of the total crop exported. 

In the table allowance has been made for the tonnage quotas by reducing the 
percentage quotas of the three largest quota holders by the appropriate amount, 
Le. by deflating the percentage quotas by one-tenth. Thus the percentages are 
comparable throughout the table. 

3. The figures in the colum headed ‘ Effective share in purchases’ are in the 
nature of a refinement and are the result of certain adjustments which are useful 
to illustrate the position of firms where market sharing syndicates are in operation 
(as they were for the purchase of products in the table, with the exception of cocoa). 
The nature and purpose of the adjustments have already been indicated. 


1 This is a reasonable assumption in view of the rapid progress in 1938-39 of 
certain non-syndicate members in the purchase of cocoa and groundnuts, and 
in view of the proposed establishment in 1939 of a cocoa buying organisation by 
a large American user. In that year a large American firm was on the point of 
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in the shares of the largest quota holders since the abolition of official 
quotas. There has been a general decline in the relative participation 
of the principal wartime quota holders, which is particularly marked 
in the purchase of Nigerian cocoa, palm kernels, and groundnuts. 
This loss of ground is particularly noteworthy in view of the com- 
paratively short period since the lifting of the ban on new entry, and 
in view of the various obstacles (of which the immigration restrictions 
are much the most important) to the establishment and growth of the 
smaller non-African firms. 


VI 


The data of the earlier sections of this article, especially the statistics 
in table 2, show the strong connection between the standardised nature 
of the product and the degree of concentration in its handling.2 The 
high degree of concentration in the export trade points in the same 
direction. These data tend if anything to understate the connection 
between the degree of standardisation and the degree of effective 
monopoly power, since the more highly standardised the commodity 
the easier is the conclusion and operation of market sharing agreements. 
With a given degree of concentration market sharing agreements are 
more likely to be concluded and operated effectively the more stand- 
ardised the commodity; while the degree of concentration is likely 
to be higher the more standardised the commodity. 

These considerations apply fully to both branches of the external 
trade of West Africa. In the import trade market sharing agreements 
were first applied to the more standardised commodities and even 
when extended to other commodities they were rarely effective outside 
their range.® 

Interesting examples of the operation of this tendency can be seen 
in the export trade. Produce buying syndicates or pools have always 
been confined to the more standardised exports such as cocoa, ground- 
nuts, cotton, oil palm products, and they never operated in hides 
and skins, or timber. Similarly, the wartime export quotas applied 
largely to the former class of commodity and only intermittently and 
entering the cocoa trade in Nigeria and was prevented from doing so by the introduc- 
tion of export controls which confined the trade to quota holders with past perfor- 
mance in the trade. There were several other prospective newcomers, but this 
was the most important. 

1 With the exception of Gold Coast cocoa, the loss of ground cannot be ascribed 
to official assistance given to African produce buyers, especially to the co-operative 
societies; in Nigeria the most important instances of relative gains have been 


registered by independent firms, chiefly expatriate enterprises not assisted by the 
government. 

2 These influences also operate among the overseas suppliers of these commodities, 
The production of these is often in the hands of large numbers of small-scale units 
producing under conditions of near perfect competition. But the advantages in the 
bulk transport, storage and processing of these commodities often result in a high 
degree of concentration in theif export from the supplying countries to West Africa. 
Sugar is an obvious example. 

-—% The barriers to entry of competitors are also likely to be more effective in the 
more standardised branches of trade; for instance, the threat of destructive price 
cutting is likely to be more effective in these commodities, 
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imperfectly to the latter. The tendency has continued to the present, 
since the former commodities are subject to statutory export monopolies 
while the latter are not.! 


Vil 


Before considering certain implications for the structure of West 
African trade of the statistics shown in this article it may be useful 
to emphasise again the limitations of quantitative analysis; in particular 
to stress that the degree of concentration may exaggerate the powers 
of the larger firms. 

The tables show that one firm is dominant in the economic and 
statistical sense of handling a significantly large share of the total 
and it therefore necessarily substantially influences the market. But 
although the dominant firm stands out clearly, its position in 
the market is not so overwhelming as is widely believed in West 
Africa.” 

In addition to the dominant position of one firm, a comparatively 
small group of firms (including the dominant firm) is seen to import 
and distribute of the order of two-thirds of merchandise imports 
and an even larger proportion of the principal staples of West African 
trade. This is a high degree of concentration in trading activities 
in such large and diverse markets. 

This degree of concentration would be high even if the firms were 
of approximately equal size and always acted independently. In an 
important sense it is even higher in West African trade. First there 
is one dominant firm; and secondly, most of the large firms have often 
acted in concert. Thirdly, with few exceptions the same large firms 
participate in the import trade and in the purchase of export produce 
more or less in the same proportions. The degree of concentration is 
therefore greater than would be suggested by the shares of the largest 
firms in the import or export trades separately. Altogether the picture 
presented by these statistics suggests a degree of concentration in 
trade which is rather exceptional and noteworthy. 

The structure of the trade suggests an oligopolistic situation. And 
indeed for some years past some of the more characteristic features 
and methods of West African trade have been the expected accompani- 
ments of oligopoly. Firms have been intensely preoccupied with the 
activities and conduct of individual competitors; they have acted in 
the knowledge that a price change initiated by one of their number 
was likely to bring about retaliation on the part of others; there 
have been recurrent phases of intense competition followed by market 
sharing arrangements; and there have been occasional spectacular 
attempts to keep out or destroy particular competitors. 

1 These considerations are only one of several reasons for suggesting that the 
identification of standardisation with the perfection of competition is not only 
meaningless and misleading, but may actually imply the reverse of the truth. 


2 This general warning must suffice here. Detailed qualitative discussion of the 
structure of West African trade is not possible here. 
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The wide range of diverse types of merchandise handled by the 
large firms, and the forward integration of the importing firms into 
the semi-wholesale and retail trade, which are prominent in West 
Africa, seem also to be connected with the oligopolistic structure of 
the market. Although they may originally have been adopted for 
different reasons (notably the necessity for diversifying operations in 
areas where the scope for specialisation is limited), they are in part 
devices to pre-empt the market, which is a well known feature of 
oligopolistic market strategy. 

The oligopolistic (and occasionally monopolistic) nature of West 
African trade has exerted considerable influence on political life 
and events in West Africa; the Gold Coast cocoa hold-up of 1937-38, 
which was promoted partly or largely by the publication of a market 
sharing agreement, is only one familiar example.! The relatively 
high degree of concentration has also influenced the attitude of the 
administrators and of the local population in many different 
directions. 

Distrust of middlemen and traders is widespread in most societies ; 
foreigners are also generally the objects of misgiving; expatriate 
traders attract hostility for both these reasons. A large measure of 
concentration suggests a substantial measure of economic dependence, 
which is likely to be felt and resented particularly keenly where the 
predominant firms act both as buyers and sellers and are powerful 
expatriate merchant houses; and this feeling is largely unaffected by 
the very real limitations imposed on the firms by potential competition, 
whether from new entry or from the expansion of smaller rivals. 
Where prices, whether of imported merchandise or of export produce, 
are liable to frequent and market fluctuations, feelings of dependence 
and resentment lead the native population to ascribe any adverse 
price changes to the malice of foreign firms pursuing their selfish ends. 
Rising prices for imported merchandise, for instance, are seen as 
evidence of monopolistic exaction, while price reductions are ascribed 
to attempts to destroy the struggling local merchants. Superficial 
plausibility is lent to these charges by the undeniable and indeed 
inevitable power of the firms to influence prices. The high degree of 
concentration, especially the large share of the total trade handled 
by one firm, also brings it about that a strike against one firm may 
paralyse the economic life of extensive areas. 

A high degree of concentration once established may have cumulative 
or at least self-perpetuating elements, since in various ways it may 
serve to raise barriers to entry. Although such influences have been 
at work in West African trade, especially in the late 1930’s, they have 
not been very effective in stifling competition or in barring new entry. 


1 The commercial rivalry between the leading firms also influenced considerably 
the events which led to the Accra riots of 1948 and to subsequent political develop- 


ments in the Gold Coast. Discussion of these events would be too lengthy in an 
article. 
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In recent years, however, the predominant influence has been the 
operation of certain official controls, especially trade controls and 
immigration regulations, which have served to preserve a high degree 
of concentration. The very rigid restrictions on the immigration of 
expatriate personnel (especially for small businesses) and on the 
establishment of new trading firms, particularly small or medium-sized 
businesses by immigrants or by employees of established enterprises, 
have served to shield the larger firms from the growth of competitors.! 

Since about 1949 the operation of specific licensing in the import 
trade in certain staples has increased materially the shares of the 
African traders in this activity. Perhaps paradoxically, the system 
has served to reduce the degree of concentration but in a manner 
which has secured guaranteed and riskless profits to all recipients of 
licences large and small.” 


APPENDIX 
THE STRUCTURE OF THE IMPORT TRADE IN THE GOLD COAST 


The information on the structure of the import trade in the Gold 
Coast is not available in quite such a comprehensive and convenient 
form as it is for Nigeria. The material is presented in tables 5 and 6. 

Table 5 refers to 1949 and is based partly on the records of the 
Director of Supplies and partly on information derived from private 
sources. The information is not quite comprehensive because in 
some cases the records of the Director of Supplies covered only those 
imports which were subject to specific licensing which applies to imports 
from certain sources but not from others. 


TABLE 5 


SHARES OF FIRMS IN THE IMPORT OR DISTRIBUTION OF CERTAIN COMMODITIES OR 
Groups OF COMMODITIES, GOLD CoAsT 1949 (PERCENTAGE OF VALUES) 


Cotton 

Sugar Flour manufactures Cigarettes 
Firms Wh Ye We 7 
A ae 31 aii 
B me 
Ce 
D 
E 36 20 18 32 
F 
G* 
H BS i 12 8 10 3 
Z (all others) .. PA 32 32 8 


* G refers to a member of the Merchandise Agreement group not established in 
Nigeria. 


1 Shielding from competition is not the same as raising their profits. It is quite 
possible that the total profits of the large trading firms would have been greater 
if they had had a smaller share in a larger trade which would have resulted from 
the growth of the economy brought about by the activities of the immigrants. 

‘This is only one instance in which the sectional interests of African importers 
benefit at the expense of the African population at large. The operation of the 
immigration regulations is another example. It is often overlooked that the African 
interest vis-a-vis the activities of the expatriate firms is not homogeneous. 
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Table 6 is based largely on the records of the Customs Department. 
It shows the shares o° firms in the imports of certain commodities 
into the Gold Coast for the nine months May-August 1950 and January- 
May 1951, i.e., nine months out of the thirteen months May 1950- 
May 1951. 

TABLE 6 


SHARES OF MERCHANT FIRMS IN THE IMPORTS OF CERTAIN COMMODITIES INTO THE 
Gop Coast, May—AucGust 1950 AND JANUARY—MAy 1951 (NINE MONTHS) (per- 
centage of values) 


Firms Cement Corrugated Sugar Wheat Cotton Cycles Unmanu- 
Iron flour Manu- and factured 
Sheets factures  Tricycles Tobacco 
%o % vo %o %o Yo Yo 
A _ 49 28 12 30 45 43 39 
B 7 7 3 5 9: 4 12 
Cc 5 2 2 3 3 12 aes 
D 4 16 3 5 6 aa 14 
E 1 6 1 1 3 1 7 
F 2 11 2 4 5 ae 8 
G oe 8 2 2 1 11 7 
ae 63 78 25 50 D 1 87 
Hee 2d 8 4 5 6 1 3 
Z (all 
others) 28 14 71 45 Dp 28 10 
100 100 100 100 100 100 100 


The figures are somewhat affected by the fact that the first table 
is not quite comprehensive, while the second does not cover a con- 
secutive period of twelve months. The figures in table 5 seem somewhat 
to understate the combined share of B to F in the imports of cotton 
manufactures, while table 6 certainly overstates both the share of A 
and the combined shares of A to G in the imports of this commodity. 
Again, the fact that table 6 does not refer to twelve consecutive months 
also affects to some extent the shares of the different groups in the 
imports of sugar and flour. It is almost certain that for various technical 
reasons connected with the issue and expiry of licences and with the 
trading methods of African importers table 6 somewhat overstates 
the share of the residual group Z (firms individually handling less 
than 1% of total imports) in the imports of sugar and flour. 
If statistics were available for twelve consecutive months it is probable 
that the share of Z in the imports of sugar in 1951 would be about 
60-65 per cent. and of flour about 40 per cent., instead of 71 per cent. 
and 45 per cent. as shown in the table. 

But in spite of these imperfections in the data, they show that the 
broad pattern of participation of the firms in the import trade in the 
Gold Coast is similar to that shown for Nigeria in tables 1 and 2. 
~The large share of Z in the imports of sugar and flour reflects the 
strong discrimination in favour of Africans in the operation of specific 
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licensing which applied to these commodities; this has become much 
more marked in 1950 and 1951, as is obvious from a comparison of 
their shares in the import of these commodities as shown in tables 
2 and 5, the former of which refers to 1949 and the latter to 1950-1. 
In the absence of this discrimination the African share in the direct 
importation of these commodities would be small; this is 
evident from a consideration of the small share of all other importers 
in those staple imports in Nigeria which are not subject to specific 
licensing. 


Gonville and Caius College, Cambridge. 
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Dutch Foreign Investment, 1738—1800 


By ALICE CARTER 


I 


The extent of Dutch foreign investment in the eighteenth century 
was of great interest to contemporaries. There were many queries and 
estimates on the subject, and the effects of these investments have 
been matter for considerable speculation among historians. In 
presenting the analyses which follow, I have been concerned with 
the proportion of Dutch foreign, relative to domestic, fund-holding, 
rather than with questions of extent and effect. Nevertheless, I have 
endeavoured to approximate to the trends revealed by my analyses 
some of the better known or apparently better founded of the con- 
temporary estimates of Dutch foreign investment, especially of those 
relating to the English public debt. I have found in general that while 
the amounts of these estimates nearly always seem too high, the 
tendencies they reveal do indeed appear to fit into the picture shown 
by the analyses. 

There is a considerable body of material, and not only in Holland, 
for the exact study of Dutch foreign investment. Ifa careful distinction 
be made between investment, with its inscription of holdings in the 
ledgers and registration of transfers, and speculative buying and selling 
on margins on the Exchange of Amsterdam,! the position with regard to 
the English debt can be estimated fairly closely. For at the Bank 
of England Record Office at Roehampton are the ledgers of the great 
majority of the English loans, the transfer books of East India stock 
and East India Annuity loans,” and the alphabets? and transfer 
books of the stocks managed by the Bank. With its customary meticu- 
lous attention to detail, the Bank staff entered in the transfer books 
and alphabets of the stocks under its management the stockholder’s 
name, quality and domicile, the volume and page reference of his 
ledger account, and the number of the power of attorney if one were 


1 These speculations affected the day-to-day price of the English stocks but not 
otherwise real investment. The Amsterdam quotations of the principal English 
shares have been published by Professor J. G. van Dillen, Economisch Historisch 
Jaerboek, XVII, 1931. A yearly average has been abstracted from the quotations 
in the Gentleman’s Magazine and graphed by students of the Economics Research 
Division at the London School of Economics. I am indebted to Professor Ashton, 
not only for permission to use these graphs, but for unfailing assistance, patience 
and kindliness in the course of my researches. 

* See my “ Analyses of Public Indebtedness in Eighteenth Century England ” 
(Bulletin of the Institute of Historical Research, Vol. XXIV, 1951). 

* Or Index Volumes. The Bank usually indexed by consonants, not by vowels, 
e.g. the name “ Paine” would be found in the section “ Pn”’, ‘‘ Beauchamp ” in 
“ce Bc is 
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used.t East India and South Sea Company’s clerks did not maintain 
three sets of books but put the quality and domicile of the stock- 
holder at the top of his ledger account, and the “alphabet” at the 
front of the ledger,” a slipshod but time-saving device for the re- 
searcher as well as for themselves. 

In Holland we have, besides the inventories on which the following 
analyses are based, the Notarial Archives opened up for English historians 
by Mr. Charles Wilson,* and the widespread and little explored Orphan 
Chamber accounts, from which it is possible to gain at least an impres- 
sion of the part played by interest payments on foreign holdings in the 
average annual income of propertied Dutchmen.* The Notarial Archives 
are enormous. They have been listed® but not calendared. There exists 
at the Bank of England Record Office a large collection of powers of 
attorney for dealing in Bank stock. Among these are many sealed 
documents drawn up in the Dutch notarial offices, the unsealed originals 
of which remained with the witnessing notary. It was clear that the 
notary, Daniel van den Brink, on whose archives Mr. Wilson principally 
drew for the mid-eighteenth century period,’ had a very large share 
in the business connected with English investment.® 

In the Notarial Archives are many wills, and among property dis- 
posed of are foreign investments.® It would be difficult as things are 


, 1 Usually, but not always, transfers by power of attorney were kept in separate 
ooks. 

2 The South Sea alphabets, after the middle of the century, came to an end. The 
ledger accounts were opened as new subscribers came on the books. It therefore 
becomes extremely difficult to trace individual holdings in the South Sea annuities. 
There are no records in connection with South Sea Company’s stock, capital (after 
1733) £3,662,776, correct to the nearest £1. (See “‘ History of the Earlier Years of 
the Funded Debt ”’, C. 9010, British Parliamentary Papers (1898).) But from a note 
in the Bank’s MS. catalogue it appears that these records were deposited with 
Messrs. Bosanquet & Co., and are believed to have been destroyed. According to 
the Banker’s Almanac, ‘‘ Bosanquet & Co.” existed as such from 1780 and was 
ultimately amalgamated with Lloyds Bank. Cf. F. G. Hilton Price, Handbook of 
London Bankers (pub. 1876). 

3 Anglo-Dutch Commerce and Finance in the Eighteenth Century, 1940. 

4 I inspected collections at Amsterdam and Utrecht and there were many more. 
The method of paying dividends into the Orphan’s account becomes clear, and 
the percentage deducted by the banker, who is sometimes named. See, for instance, 
the account of the administration of the estate of Aletta Jacobson Bach, Oct. 1779- 
1780, and of Catharina de Wiles, same period, in Utrecht Orphan Chamber Accounts, 
1779-1780, f. 45 and f. 25. 

5 By F. L. Hartong, for the Notary Brotherhood. A copy of this list is available 
at the Institute of Historical Research. 

® See my article in the Bulletin of the ILH.R., May 1953. 

7 Op. cit. Appendices C. & D, pp. 214-224. 

8 There were 790 powers of attorney for 1760 in the Bank collection. Of these, 
343 were witnessed by Dutch notaries, and 168 came from eleven offices in Amster- 
dam. Daniel van den Brink signed 80 of these, and T. P. de Marolles 37; the 
next highest number signed by any one notary was 11. Other towns heavily repre- 
sented in 1760 were Rotterdam, Middelburg, Delft, Leyden and the Hague, in each 
of which were two or three notaries who might be said to be specialising in the 
business. See my article in Bulletin of the ILH.R., May 1953. . 

® Cf. Simon Hart’s study, “ De Afstamming van Willem Witsen ’’ (Maandblad 
Amstelodamum, 1951, pp. 114-117). The archive of the Notary Nicolaas Obbes 
contains particulars of Witsen family affairs. 
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to use this material quantitatively, because it is so scattered; but if 
and when the Notarial Archives are calendared, it should provide a 
useful check on my analyses.' 


Il 


The tables and other data which follow are based largely on a collec- 
tion of inventories preserved in the Town Archives at Amsterdam,? 
in connection with the so-called Collateral Succession Tax.* This tax, 
imposed in its eighteenth century form in Holland in 1723, levied a 
twentieth or a fifteenth (after 1743, a tenth) penny on freehold 
property and shares passing out of the direct line, depending on the 
degree of kinship in the heirs. The Amsterdam collection of inven- 
tories begins in 1738, and there is a total of around 400 inventories for 
each year up to and including the year 1800. 

Can we assume that these inventories give us a fair picture of the 
investment preferences and habits of a cross-section of the propertied 
citizens of Amsterdam? There are a number of reasons for doubting 
whether they do. (i) Any inventory prepared for a taxation purpose 
is liable to suspicion. In this connection it is necessary to consider 
the question of nominee holdings. (ii) If it is clear that the estate 
will pass in such a way as to be liable to a fairly heavy death duty, 
from which money, bank balances not bearing interest, and goods 
in trade are exempt, there will obviously be a tendency to disinvest. 
(iii) Against conclusions based on such a sample as this, it can be 
urged that though the actual number of estates examined is not unduly 
small (around 800 for each two-year period of the analysis), only 
inventories reaching 20,000 guilders or more had much in the way of 
foreign investments; so that the actual analyses are based on a smaller 
number of documents, between 100 and about 160 for each two-year 
period. 

These objections, though weighty, have not seemed to render the 
labour of presentation altogether in vain. 


1 This material would also show what proportion investment in funds bore to 
investment in trading ventures and bank balances. Cf. Engel van de Stadt, zijn 
voor- en zijn nageslacht. The Hague, 1951. Contribution by S. Hart on the estate 
of Claas Taan de Jonge, ob. 1801. Particulars are taken from the archive of the 
notary A. Booker, and show de Jonge to have about 650,000 guilders in trade ventures, 
450,000 in Dutch, and 200,000 in foreign funds. 

2 I have also seen collections at the Hague and Rotterdam, dating from a rather 
later period. The Hague collection lists estates of which inventories should have 
been received but are missing, and it seemed therefore impossible to put much 
confidence in data obtained from this collection. The collection at Amsterdam 
was shown to me by Dr. Simon Hart when I told him the subject of my research. 
I should like to record here the great debt I feel I owe to Dr. Hart, who besides 
doing me many personal kindnesses placed at my disposal his encyclopedic know- 
ledge of Dutch economic history and its sources, 

® For this tax, see Engels, P. H. “ De Geschiedenis der Belastingen in Neder- 
land’, pp. 162-163. Groot Placcaat Boek, V., 1117, and VIII, 1024. 
eh ae Resolutions of the States of Holland, 11 March, 1723, and 20 June 
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(i) These are inventories, not statements of income.' Under- 
valuation would involve collusion between the heirs and the executors 
as well as a number of officials, including those responsible for keep- 
ing the books in which the subscribers to the Dutch loans registered 
their shares. Nowhere have I found, in the process of examining 
several thousand inventories, any indication of fraud.?, Very occasion- 
ally there was an additional account, headed ‘“ ampliatie”’ or “‘ ver- 
betering ’’, attached to the original inventory by a dab of sealing wax. 
Nor would under-valuation affect the percentage calculations unless 
it applied to one class of investment more than to others. It seemed 
unlikely that the inscribed English stock should always have been 
honestly declared for taxation purposes, so I undertook a cross-check 
with the ledgers of the public debt at Roehampton. I found a quite 
surprising degree of correlation; on my sample there was a variation 
of around 5 per cent. only, and not always on the side of the taxpayer. 
Attempts to ascertain whether individuals, with English connections 
but with no English investments, had in fact died possessed of such 
investments, yielded no positive results, but this sort of check is 
admittedly unsatisfactory, being based on random sampling. Finally, 
for what it is worth—and to Adam Smith it was worth a lot, “ In that 
(sc. the Dutch Republic) sober and religious country oaths are not yet 
disregarded’”’, he said—the inventory might have to be produced on 
oath; where foreign funds were concerned a specially sworn firm of 
brokers was brought in whose name often appeared on the inventory, 
and who provided in the inventory itself the valuation of the holding 
at the day of death, and the exchange calculation (all easily verifiable 
particulars, the accuracy of which involved the prestige of the firm 
that made the valuation). On the whole, the English funds were valued 
at quotations appearing in the Amsterdamsche Courant,* and there is 
a considerable continuity and closeness between the quotations at any 
one time for other Dutch foreign investments. 

It is appropriate at this point to deal with the question of nominee 
holdings. If there were much nominee holding of English funds by 


1 It is generally accepted that statements of income are to be viewed with caution. 
Cf. the findings of W. Oldewelt, who analysed the Personeele Quotisatie returns 
of 1742 (an early form of income tax levied in Amsterdam, for which detailed returns 
survive). From these returns it would appear that about a third of the city’s 
inhabitants had an income of 600 guilders, and that of that third over half had 
1,000 guilders or under. Dr. Oldewelt’s analyses were published by the Genootschap 
Amstelodamum in 1945. 

2 A letter from Harris to Pitt, in the Malmesbury Papers, dated 13 December, 
1785, to which my attention was called by Mrs. I. Schapiro, and which I am quoting 
by courtesy of the present Lord Malmesbury, gives particulars about the collection 
of the tax. Besides being very productive, it was “liable to very little 
fraud or inconvenience in the collecting it”. There was a collector appointed 
by the States in every town. Where an estate passed out of the direct line an inventory 
was made in the presence of the Executors, and delivered to the collector ; if required, 
it was certified on oath. In case of collusion the whole property was liable to con- 
fiscation. 

3 Wealth of Nations (Everyman Edition), Vol. I, p. 429 (Digression concerning 
Banks of Deposit). 

4 van Dillen, J. G., op. cit., Note 1, p. 322. 
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the Dutch, the value of analyses based on the Collateral Succession 
Inventories, together with the evidence of the stock records at the 
Bank Repository, would be very much impaired. 

Contemporaries differed on the amount of nominee holdings. Steuart 
explained what seemed to him to be the slow recovery of the funds 
after the Seven Years’ War, by assuming repatriation of foreign capital 
on a large scale, not from foreigners’ own accounts but from those 
of agents holding on their behalf.! But he surely underestimated the 
financial ability of the Dutch at least when he said that foreigners 
preferred, because of ignorance, to invest in English funds through 
their English friends. Anyhow, the funds recovered much more 
rapidly after the Seven Years’ War than after the War of American 
Independence.” Sinclair, who professed to exact knowledge, sub- 
mitted an account for the year 1762 which showed that foreigners’ 
agents held, on behalf of their principals, only about a twentieth of 
the stock held in the principals’ own names.* 

For two reasons, I am inclined to accept Sinclair’s conclusion that 
nominee holdings were relatively unimportant. Firstly, examination 
of three different public stocks for the year 1760 revealed that the 
average holding was around £1,000; and that over 60 per cent. of the 
stock was held in blocks of under £5,000.4. Many of the holders 
of £5,000 or over are easily identifiable as public corporations,® large 
landowners,® or bankers without any apparent Dutch connections.’ 
If there had been a great deal of nominee holding on behalf of foreigners, 
it must, therefore, have been widely spread, and of this there is no 
evidence. 

Secondly, it is in the balances of people like van Neck and his 
partners, or the Muilmans, the van Nottens, van Hemert, Lutkeman, 
Bolwerk and Nucella, or the Berenses, the people who were acting as 
attorneys for the Dutch, or transferring stock into Dutch-owned 
accounts,® that one would expect to find stock held on behalf of 


1 Principles of Political Economy. Works, IV, pp. 68-69. 

2 From the graphs referred to in Note 1, p. 322, it appears that the 3 per cent.’s had 
by the end of 1765 recovered to 92. By 1765 they were down again to 86, but reached 
90 again fairly soon. After the American War they did not reach their pre-war 
figure of 89 until 1790. Dr. A. H. John thinks this was due to the comparatively 
large unfunded debt at the period. 

3 History of the Public Revenue, Vol. UI. Appendix V, p. 160. 

4 See Note 6, p. 323. 

5 The South Sea Company held £200,000 of the stock of the 3 per cent. South 
Sea Annuities of 1751, the Corporation of the Royal Exchange Assurance £10,000 
the 4 per cent. of 1760, and £66,000 of the East India 3 per cent. Annuities of 

60. 

® Lord Charles Cavendish in 1760 had £18,250 of the East India 3 per cent. 
itp the Earl of Hertford £10,000 of the 3 per cent. South Sea Annuities of 
1751. 

7 The Childs figure very little in Anglo-Dutch investment. They held £48,933 
of East India Annuities in 1760. 

8 Jn 1760 van Neck’s firm was named as attorney on 52 out of 343 procurations 
for dealing in Bank stock. The van Nottens acted as attorney 25 times, the Muilmans 
24, van Hemert and Lutkeman 18, and the Berenses 17 times. In all, 22 other people 
acted twice or more, and 18 firms or individuals once only. Out of 1,122 transfers 
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Dutch investors. But though such people had a very large turnover, 
they did not normally carry a large balance,’ the practice being to 
clear accounts at the end of a year or when a new set of ledgers was 
about to be opened. It seems likely that the Dutch investor ordered 
a parcel of shares from his London broker (when he did not take 
stock “on subscription’); the dealer either subscribed for or pur- 
chased the shares, and when they were fully paid for, transferred them, 
having first obtained a power of attorney for acceptance, into the 
client’s own account.” 


Average 
Estate 


Average 
Estate 


Period 20,000- 
89,999 f. Group A Group B 
1739-1740 1.9 210,532 32,389 
1749-1750 224,905 | 43,347 
1759-1760 290,069 | 35,103 
1769-1770 245,696 | 42,105 
1779-1780 231,644 | 39,037 


1789-1790 
1799-1800 


227,298 


251,223 41,277 


(ii) The possibility of disinvestment, which can be urged against 
the validity of conclusions based on the Collateral Succession Inventories, 
may be considered in relation to the surprisingly small average inventory 
shown in columns 4 and 5 of Table I. 

This Table is intended to show the proportion between big, medium 
and small invested fortunes, as shown by the Collateral Succession 
Inventories, respectively 90,000 guilders or over, between 20,000 and 
90,000 and under 20,000 guilders. The first two groups are classified 


of 4 per cent. Annuities stock into Dutch accounts, 140 were on the part of Daniel 
Olivier (van Neck’s Huguenot partner), 87 on the part of one or other of the Muil- 
mans; and there were 261 items “on subscription”. No other individual broker 
accounted for more than 30 items. 

1 There were exceptions: Olivier held £67,000 of the 4 per cent.’s of 1760 on 
31 December, 1760, and £10,950 of South Sea Annuities of 1751, on 5 July, 1760. 
When the ledgers of the 4 per cent.’s of 1760 were made up for transfer to a new 
set of books, the van Nottens between them had about £150,000. 

2 A note on the inventory of Antonius Crop, who died on 15 August, 1760, 
seems to point in this direction. Crop had ordered, through Muilman, £12,000 (a 
large holding) in the 4 per cent. of 1760. 80 per cent. had to be paid for by 16 Sep- 
tember, 1760, and the rest on 29 October. His estate was charged only for 80 per 
cent. It was expressly stated in the inventory that the stock still stood in the name 
of Henry Muilman. Arch. Burg. Coll. Succ., 35, f. 942. 
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as A and B. The investor with under 20,000 guilders listed for tax 
purposes contributes very little to foreign investment. His savings 
were usually in the form of house property or Dutch bonds. The total 
number of inventories examined was about 1,000 for the years 1739-1740, 
and about 800 for each of the two-year periods, at ten-yearly intervals, 
up to and including 1799-1800. We are dealing, in column 4, with 
the richest group of propertied Amsterdammers, the richest citizens, 
therefore, of the richest town in a country reputed to have more to 
invest than any other in Europe.! Yet the average inventory, even 
in this class, does not at any time reach 300,000 guilders, and is more 
often nearer 225,000. And the proportion of the rich people never 
reaches a twentieth of the total. But unless these people sold one 
class of security, and no others, shortly before death, disinvestment 
would not affect the percentage calculations in Table II. The evidence 
does not suggest that there was much disinvestment. The only check 
I have been able to make has been on the English funds;? and the 
average Dutch shareholder, including those whose estates would be 
subject to the Collateral Succession Tax, seems to have held on to 
his English investment until it was divided among his heirs or realised 
on his death. 


(iii) There is no convincing answer to the objection that findings 
recorded in Table II, and what follows on the subject of favourite funds 
at different times, are based on insufficient data. Only between 100 and 
160 inventories reached even the fairly modest total of 20,000 guilders. 
Of these, around 60 per cent. had foreign investments. No attempt, 
therefore, has been made to tabulate exactly the distribution in the 
two main categories of “‘ English’ and “ other foreign”’ funds between 
the different English stocks and those of the other European countries.® 
But it is suggested that, in general, Table I, with its rising proportion 
of inventories reaching 20,000 guilders, shows that the Dutch rentier 
class was growing and investing more, and that Table II may be taken 
as being based on a fairly representative sample. 

In Table II are shown percentage investments of Group A 
(inventories totalling 90,000 guilders and over) and Group B (20,000 
but under 90,000 guilders) respectively in Dutch, English and 
foreign, i.e. non-Dutch funds. It is assumed that Dutch investment 
generally moved in line with that of Amsterdam, to which these 
figures relate. 


1 In the letter already referred to in Note 2 on p. 325, Harris points out to Pitt that as 
the Collateral Succession Tax was not levied on goods or money in funds, cash 
or bank balances, it yielded less in Holland than in some of the other provinces. 
This may partly explain the low average estates in columns 4 and 5 of Table I. 

2 The method adopted was to select at random a number of shareholders in a 
particular fund; look up their ledger accounts and examine the discharge side 
for suspiciously frequent or closely grouped sales. 

® See Tijdschrift voor Geschiedenis, August 1953, for an attempt on my part 
to ascertain which stocks were favourites among Dutch investors, both in English 
and in other foreign funds. 


329 


1738-1800 


DUTCH FOREIGN INVESTMENT, 


1953] 


| oa! 8-8 Tec ee): 


Ee Ee Gh EO 8-81 


S-cl G6) Ab) [HOTECE 
ee ee 
Gat OED 6°ST v-6l 


VG VoLy €-81 v-9T 


¢-7l 


8: T:¢ €-eh 9-8 EEE 


ysy. sug 
[010], 


“spun,y 


(Yst3uq ULY} 194}0) UBIOI0,7 194} pue YsI]sUq 


6 


yong Usea4oq JUSWSeAUT YOING jo UONNQUSIG 


Il ATaVL 


poiag 


008 1-66LT 


06L1-68L1 


O8LI-6LLT 


OLLI-69LT 
O9LI-6SLI 
OSLI-6bLI 
OvLI-6EL1 


330 ECONOMICA [NOVEMBER 


Looking first at Columns 10 and 11, we see a steady rise in non-Dutch 
investment, to a peak of 32.9 per cent. in 1789-1790. Two points 
must be noted here. The first is that the Dutch investments include 
freehold property (because the inventories make it clear that the really 
rich capitalist, as in England, invested in land as well as in funds). The 
second is that the non-Dutch investments, other than English, include 
the mortgages on plantations in Dutch as well as in other colonies, 
and these were very popular, especially with the man who invested 
rather little in funds." 

32.9 per cent. of investment outside the country seems to be a 
very high figure. But it is much lower than the foreign 
holdings of the really large investor, who in 1789-1790 had 42.5 
per cent. of his investments outside his own country. It appears 
from this table that it was the foreign investments of a com- 
paratively small number of the very rich which gave rise to the 
rumours and conjectures about the amount of money going out of the 
Republic. By the end of the century there appears to have been some 
repatriation of capital. 

The big increase in Dutch foreign investment is seen to have taken 
place between 1749 and 1769, with a substantial rise in English funds 
in the period following the Pelham Conversion Scheme, and an even 
larger increase in the other foreign investments, when interest in the 
English funds appears to be more or less stationary between 1759 and 
1769. The Dutch were already beginning to invest heavily in their 
colonies at this period, and these colonial investments were still valued 
at par. Another big jump occurs in foreign funds other than English, 
when between 1779 and 1789 more loans were floated by Russia, and 
the American investments began. This is the more noticeable because 
after 1780 the colonial mortgages begin to appear in the inventories 
at tremendous discounts. Had they retained their value the jump in 
column 9, between 1779-1780 and 1789-1790, would have been even 
bigger. These colonial mortgages continue to figure, however, in - 
almost every inventory that shows any foreign investments at all. 


Ill 


With Table II in mind, let us now consider some of the contemporary 
estimates of the ebb and flow of Dutch foreign investment. The 
historian has used these as a rough guide for lack of anything more 
substantial, but their value depends on the information available to their 
authors, and the subject was, naturally, one on which great secrecy 
was observed.? It is not clear that any complete and authoritative 
contemporary analysis was ever made. 

1 Van der Meulen, W. W., Historisch Genootschap Utrecht. Bijdragen en Mede- 
deelingen, XXV, pp. 490 ff., gives an account of the colonial mortgages. 

2 Cf. Wilson, op. cit., p. 163, who quotes endorsements on two questions in a 


questionnaire sent to the Bank of England by the Duke of Newcastle, to the effect 
that no one but the Duke must know how much foreign money there is in the new 
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It is misleading to relate estimates of Dutch holdings in one particular 
fund to the total English or any other debt. Magens, writing in 1758, 
asserted, albeit with some diffidence, that the Dutch held a third 
of Bank, East India and South Sea stock.! There seems to have been 
a contemporary idea that they held a third of the total debt,” 
though Magens expressly asserts the contrary.® 

It is also necessary to compare estimates with other known data. The 
author of a series of articles in the Dutch periodical De Koopman 
asserted in 1773 that Dutch holdings in English East India stock 
amounted to 40,000,000 guilders, or say £4 million.4 But the capital of 
this stock was only £3,200,000; and even if the writer ‘‘ De Koopman ” 
meant to include Dutch holdings in the East India Company’s bond 
debt (then £2,853,962)5 and was referring to purchase price rather than 
par value, he is exaggerating.* At about this time David Macpherson 
put foreign holdings of over £500 in the East India Company’s stock 
at 37 per cent. of the £2,594,030 held thus.’ 

Taking in chronological order such English, Dutch or other estimates 
as relate to Dutch investment in all foreign funds, we must first note 
an assertion made in the House of Commons that in 1737 the Dutch 
held £10 million of England’s public debt. This would amount to 
about 22.7 per cent., or between a quarter and a fifth. Two years later 
a writer in the Gentleman’s Magazine put all foreign holdings in the 
debt at £14 million, or about 32 per cent.,® and declared 
that twenty years before they had been only half as much. It is 
difficult to assess the proportion of Dutch, in relation to all foreign hold- 
ings, in the English debt in 1740. But by 1760 the evidence of powers of 
attorney for dealing in Bank stock, and of transfer books for most 
of the different public loans, suggests that there was about £600 of Dutch 
money for every £100 of other foreign money in the English funds. 
loans, and whether foreign property in the old funds, particularly in Bank stock, 
has been increasing. See also Sinclair, Hints Addressed to the Public, Calculated to 
Dispel the Gloomy Ideas which have been lately Entertained of the State of our Finances, 
published 1783, p. 55. Sinclair there points out that the share foreigners have in 
the English debt is treated as one of the mysteries of state. 

1 Magens, Nicholas, Universal Merchant, publ. 1758, p. 13. 

2 Cf. Clapham, J., Bank of England, Vol. I, p. 283. 

3 Magens, op. cit., p. 14. : 

4 Wilson, op. cit., p. 173, quoting De Koopman, IV, p. 295. 

5 I am indebted to my colleague, Dr. A. H. John, for this figure, and for much 
friendly advice and encouragement in undertaking this whole research. 

6 Earlier, ““ De Koopman ” assessed correctly the capital of East India Stock, his 
authority being a pamphlet ostensibly translated from English and ascribed to a 
“« Well-Intentioned Britisher ”. This writer, and others quoted by ‘De Koopman,” 
correctly inform him of the total of the English debt, but cause him seriously to 
overestimate the unfunded debt. It is also very difficult to believe, with ‘“ De 
Koopman”, on the authority of the “‘ Well-Intentioned Britisher ’’, that the Dutch 
held only twice as much English debt stock as other foreign nationals. The 
evidence of alphabets, transfer books, ledgers and procurations for dealing in 
Bank stock, points to there being about one other foreign fund holder, for every 
six Dutchmen. See De Koopman, III, pp. 139, 140, 143. 

? An Historical and Chronological Deduction, Vol. III, p. 166. 


8 Hansard, Parliamentary History, X, pp. 111-139. 
9 Gentleman’s Magazine, 1739, vol. LX, p. 366, 
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For the year 1762, by which time the English debt had increased 
to £121 million,! we have two estimates relating to the proportion of 
the English debt that was Dutch-owned. On the Dutch side, the 
Rotterdam banker Boas told the writer and historian van Hardenbroek 
that the Dutch held a quarter of the English debt.2. Whereupon van 
Hardenbroek, greatly exaggerating the total of the English debt, put 
interest payments to Dutch investors at £15 million odd annually, 
clearly a gross miscalculation.? But Boas’ estimate of a quarter of 
the English debt in Dutch hands is worthy of close attention. If in 
1737, the Dutch held nearly a quarter of the English debt, then £42 
million, and if in 1762 they held a quarter of the debt of £121 million, 
the value of their holdings rose from about £10 million to about £30 
million. According to Tables I and II, the holdings in the English 
debt of groups A and B were as follows: 


1739-1740 1759-1760 


834,000 guilders 1,808,000 guilders 
82,000 __,, 482,000 __,, 


STGOOO Manes 2,290,000 __,, 


Group A 
Group B 


There was a further rise between 1760 and 1762 in the English invest- 
ments of Group B, while those of Group A remained fairly constant. 
This sample, therefore, suggests that if the Dutch held £10 million 
of the English debt in 1739, they held about £28 million in 1762, 
and that Boas was exaggerating, though not grossly. 

The second estimate for 1762 comes from the English side. Sir John 
Sinclair published in 1783 an accidentally acquired account for the year 
1762, taken from the dividend books of the Bank.* This account gives 
the exact amount held by foreigners of all the stocks managed by the 
Bank, approximately £15 million out of a total of £89 million, and 
it would be safe to assume that of that £15 million about £124 million 


1 C. 9010 (1898), p. 297. 

2 Historisch Gen. Utrecht. Werken, I, p. 217. Gedenkschriften van van Hardenbroek 
(1762). Professor Geyl, to whom I am indebted for so much more than this, supplied 
me with this reference. 

3 The debt, to carry £60 million interest annually, would have had to be about 
twelve times what it in fact was. 

4 The figures were 16.2 per cent. for Group A, 34.1 per cent. for Group B, i.e. 
the figure of 482,000 guilders becomes a little over 800,000 guilders, and 2,290,000 
becomes 2,600,000 or so. 

° Further evidence on the rate of increase in foreign holdings in the English 
debt between 1739 and 1750 is to be found in an Essay on the Causes of the 
Decline of Foreign Trade, attributed to Sir Matthew Decker by Adam Smith. 
The first edition of this Essay, begun in 1739 and published in 1744, puts foreign 
holdings in the English debt at £12,000,000 (p. 37). The second edition, published 
in 1750, and the French edition of 1757, increases this figure to £20,000,000 (I, 
p. 66 and I, p. 268). A two-third increase between 1739 and 1750 approximates 
fairly closely to the figures based on the Amsterdam Collateral Succession Inven- 
tories, if we assume that there was rather more foreign (other than Dutch) money 
in the English funds in 1739, than there was in 1750. 

* History of the Public Revenue, I, Appendix V, p. 161, 
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would be Dutch.' Sinclair’s figures take no account of foreign capital 
in the remaining £32 million of the debt, the South Sea Annuities stock, 
and the East India stock, which we know from Magens,? from the 
ledgers at Roehampton, and from the Collateral Succession Inventories, 
to have been favourite investments of the Dutch. But if Boas rather 
than Sinclair were to be presumed correct, we would have to suppose 
that more than a half of these stocks was in Dutch hands; and 
this is not in accordance with the evidence of the ledgers at the 
Bank Repository. 

I am inclined to rely on Sinclair for another reason. Sinclair says 
there were 725 foreign fund holders in the 4 per cent. loan of 1760-1762, 
holding between them 8.2 per cent. of the stock, which totalled 
£20,000,000 after the second subscription of February, 1762.2 I found 
that when the ledgers were made up on 5 July, 1763, there were 618 
Dutch subscribers, holding 6.9 per cent. of the stock. Moreover, 
Sinclair put foreign holdings of Bank stock at £44 million, Magens 
gave Dutch proprietors 1/3 of the total of £10,780,800.4 My figures 
for Dutch proprietorship in the 4 per cents. of 1760-1762, and Sinclair’s 
for foreign holdings, do not differ by so very much; neither do 
Sinclair’s £44 million of Bank stock in foreign hands, from Magen’s 1/3 
in Dutch hands. The proportion here is always somewhere around 
one other foreigner for every six Dutch proprietors, £100 of other 
foreign holdings for £600 Dutch. 

Other evidence points to there having been great investment activity 
about the years 1760-1762. In 1761 Astier, the French Consul at 
Amsterdam, assumed that as, according to him, the Dutch were to 
furnish 40,000,000 livres of the new 3 per cent. loan of 1761, their 
captured ships would meet with favourable judgments in the English 
Admiralty Courts.* In 1762 D’Affry, the French Ambassador at 
the Hague, lamented that the moneyed interest was placing “ Ja plus 
part de leur fortune’”’ in English funds.¢ The Duke of Newcastle was 
anxious, as we know, to find Dutch subscribers to the new loan of 
1762.7. None of this evidence is necessarily correct. Astier’s guess is 
a bit wide of the mark; there were political reasons why the Dutch 
ships should receive gentler treatment at the hands of the English 
Admiralty Courts. D’Affry had a clear motive for exaggerating the 


1 See Note 6, p. 331, supra. 

2 Loc., cit., Note 2, p. 331, supra. 

3-C, 9010 (1898), p. 298. 

4 Ibid., p. 344. : 

5 Wilson, op. cit., p. 70. 40,000,000 livres is about £1,600,000, not such an 
enormous proportion of £12,000,000, considering that this guess is from a French 
source. 

6 Hist. Gen. Utrecht. Bijdragen en Mededeelingen, XXX, pp. 98-99. 

7 Wilson, op. cit., pp. 164-166. 

8 The French West Indian Islands, whose trade the Dutch were covering, had 
been captured by the English. Moreover, the political tension in the Republic 
between the English and French inclined parties had somewhat died down with 
the death of the English Princess Gouvernante, mother of the Stadtholder William V 
and daughter of George II, in January, 1759. 
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Dutch readiness to subscribe to English loans, for French credit in the 
Republic was very low at that time; and the Duke of Newcastle was 
often anxious, and often exaggerated. In point of fact, the ledgers 
of the loans of 1761 and 1762 do not show that there was much difficulty, 
with the aid of the “‘ douceurs ”’ described by Mr. Wilson, in getting 
the English widow and spinster, the clergyman, colonel, don, or naval 
officer, the yeoman, the corset-maker, the distiller, brewer, or sugar- 
refiner, the domestic servant or the doctor of divinity, to invest in a 
parcel of this 4 per cent. loan, even with its agreed ultimate conversion 
to 3 per cent. and its moderately well sustained price. In fact, it is 
both the Dutch and the English investments that increase with the 
English debt. As to what was the actual proportion between them, 
it is difficult to say. But, when the capital of the 4 per cents. was 
£8,000,000 on 31 December, 1760, the Dutch held 6.8 per cent. of the 
stock. When on 5 July, 1763, it was £20,000,000, they held 6.9 per 
cent., an actual money increase of £836,000 in the space of 24 years. 
No wonder Boas and D’Affry were impressed. But in the same period 
the English increased their investment in this one stock by over £11 
million. 

In 1768 there appeared in London a gloomy pamphlet, The Present 
State of the Nation, partly from the pen of George Grenville. In 
that year, so it is there categorically stated, foreigners were receiving 
£1,560,000 interest on their holdings in the English public debt.2 By 
implication all this money was going out of the country, being 
paid out of the profits of trade. In 1768, the total interest 
on the debt, then around £130,000,000,2 would be approxi- 
mately £4,200,000. The figure of £1,560,000 interest payments to 
foreigners, with its pedantic apparent accuracy to within £10,000, 
gives the foreigner some 37 per cent. of the total debt, or over £48 
million. Tables I and II, taken together, suggest that this figure 
must be too high; though there is an increase of some 3 per cent. by 
1769-1770 in the English investments of the heavy investor, the 
average investment in this class is a good deal less than it had been in 
1759-1760. 

We now turn to an estimate relating not to the English but to other 
foreign investments of the Dutch. In 1772 the Grand Pensionary 
Steyn received a memorandum to the effect that in Amsterdam alone 
100,000,000 guilders were invested in various foreign loans, in addition 
to the English stock held there.* Column 9 of Table II shows a big 
jump in these investments between 1759-1760 and 1769-1770. A 
further enquiry, based on a rather smaller sample, for the year 1775-1776 


1 Op. cit., p. 164. 

* The copy of this pamphlet in the British Library of Political and Economic 
Science, ex-libris Edwin Cannan, has an apparently contemporary MS. ascription 
to Edmund Burke. But in point of fact it is the fruit of collaboration between 
George Grenville and W. Knox. 

5 C. 9010 (1898), p. 299. 

* Blok, P. J., Geschiedenis van het Nederlandsche Volk, Yl, p. 519, 
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reflects an increase in this form of investment to an even more remark- 
able degree. The big investor had 9.2 per cent. of his ventures in foreign 
funds, other than English, in 1769-1770. In 1775-1776, he had 
increased this to nearly 20 per cent. At the same time the smaller men’s 
other foreign investments had increased by 3 per cent. Here 
again, the contemporary evidence is borne out by the figures obtained 
from analysis of the Collateral Succession Inventories. 

In 1777 we have a well known Dutch estimate, the most extreme 
claim ever made about the extent of Dutch holdings in the English 
debt. In that year the Count Van Nassau La Leck,' anti-Orangist, 
anti-British, propagandist and dilettante, published his Brieven over 
de Noord-Amerikaansche Onlusten. He urged his readers to get 
rid of their British investments, otherwise they would suffer heavily 
in the coming capital depreciation. In order to drive his case home, 
he quoted the results of an enquiry, based on the “ registers’, and 
undertaken on the orders of Lord North. This enquiry, it was rumoured, 
divulged that of the total English debt of £140 million, only £72 million 
was held by English nationals, and that £59 million was in the hands 
of the Dutch. This is not, as Manger? would have one to believe, to 
attribute to Lord North personally the statement that the Dutch held 
3/7 of the English public debt. Nor is it clear that such an enquiry 
ever was held.* It is in any event extraordinary that such revelations, 
if they ever took place, should have been unknown to, or ignored by 
Sinclair, and by numerous other writers at this and at later periods 
who, unlike Sinclair, were hostile to the debt. It is also curious that 
this rumour should have received no official notice in the Republic. 
One would expect to find it discussed in, for instance, the Leydsche 
Courant, the newspaper of the Luzac family, which gave news about 
all sorts of financial matters connected with England, for the benefit 
of its subscribers, many of whom were doubtless shareholders in the 
English funds. Lord North’s long statement, on 24 April, 1776, in the 
House of Commons, on the subject of the public debt, reads positively 
cheerfully*; he could hardly have spoken as he did if the facts were 
as Van Nassau La Leck reported them, especially if generally known 
in the Republic. 

The evidence of the Collateral Succession Inventories is that in 
1779-1780.group A investors held 2,071,592 guilders in the English debt, 
and group B investors 507,325 guilders, or very little more than the 
total of 1759-1760.5 As explained above, total Dutch holdings in the 
latter years could hardly have amounted to £30,000,000. This is a 
further indication that La Leck’s figure is a gross exaggeration. 

1 Nieuw Nederlandsch Biografisch Woordenboek, 1, p. 1366. 

8 Op. cit., pp. 16-17. 

2 Economica, May 1953, p. 159. 

4 Hansard, "Parliamentary History, Vol. VIII, col. 1315. According to the 
Parliamentary Register (Vol. III, p. 484), North was accused of giving orders to 
open the public gallery on this occasion, in order that his statement on the debt 


might allay public alarm. 
5 See op. cit., note 3, p. 328. 
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Next in chronological order comes an estimate of the year 1782, 
made by the Pensionary Laurens van de Spiegel in a memorandum 
addressed to the Stadtholder William V.' Van de Spiegel was clearly 
in a good position to get at the best possible information on any subject 
in which he was interested, and the whole memorandum, summarised 
by Blok,? has the ring of authenticity. Van de Spiegel put Dutch 
foreign investment at 335 million guilders of which 280 million guilders, 
or, according to van de Spiegel, around £30,000,000 was in England 
and 55 million guilders in other countries. 

Two points stand out. First, there is here a much bigger difference 
between investment in English and investment in other foreign funds 
than the figures in Table II for 1779-1780, and 1789-1790, seem to show. 
Secondly, if Steyn, La Leck, and van de Spiegel are anywhere near right, 
even in the tendencies their estimates indicate, there must have been con- 
siderable disinvestment on the part of the Dutch between 1772 (when 
Steyn put other foreign investments of the Dutch at 100,000,000 guilders), 
1777 (when La Leck suggested they might hold three-sevenths of the 
English public debt) and 1782. This heavy disinvestment is not shown 
by Table I and Table II, though column 6 of Table II shows some flight 
from the English funds. But a more than 50 per cent. drop in the 
other foreign investments seems improbable, even though between 1772 
and 1782 the colonial mortgages had begun to depreciate very seriously. 
For practical purposes, however, we can disregard La Leck, if only 
because his aim is so evidently propagandist and his authority so 
slender. Moreover, we do not know whether van de Spiegel excluded the 
colonial mortgages or whether Steyn included them. The evidence 
of the transfer books of the English debt stock, so far as it has been 
possible to ascertain it, is not indicative of much repatriation of Dutch 
capital between 1776 and 1782. Sinclair asserts that £300,000 of foreign 
capital in Bank stock was repatriated between 1778 and 1782, as 
against £1,500,000 between 1762 and 1778.4 

Until it becomes possible to tackle the evidence at the Bank 
Repository on a really systematic scale, we must be content with 
the fact that the contemporary evidence reflects a trend which 
is borne out by the Collateral Succession Inventories; these 
inventories suggest, however, that contemporaries exaggerated the 
amounts involved. We may compare what van de Spiegel has to 
say in 1782 about the English investments of the Dutch, 
with Sinclair’s Hints Addressed to the Public, Calculated to Dispel 
the Gloomy Ideas which have been lately Entertained of the State of our 


1 In the Huisarchief van Koningin at the Royal Palace, the Hague, Archives of 
Willem V, 337/38. 

2 Op. cit., note 4, p. 334, Vol. UI, p. 548. A photostat copy may be consulted at 

the library of the Institute of Historical Research. 

’ The proportion of Dutch disinvestment to ordinary transactions appeared to 
be about 3 in 50. But Dutch investors tended more often to part with all their 
holdings than did others at this time. 

' Op. cit., note 6, p. 332, Vol, II, Appendix V, p. 162, 


1953] DUTCH FOREIGN INVESTMENT, 1738—1800 337 


Finances, published in London in 1783. Sinclair assures his readers 
that of the £8,800,000 or so being paid out annually in interest, less 
than £1,000,000 is the property of foreigners.' At this time, the 
debt amounted to £211 million, so that the total foreign holdings would 
have been less than £27 million. At the same time Sinclair made more 
extended calculations, based on the accounts of 1762 to which reference 
has already been made.? He gave a total foreign investment of just 
under £24.5 million in the English funds for the year 1783. This does 
not seem so very far off van de Spiegel’s estimate of 280,000,000 
guilders, when we consider that Sinclair probably underestimated 
the extent of Dutch holdings in the stocks managed by the South Sea 
and East India Companies, which were still very popular with the Dutch. 

To continue with the chronological survey of the contemporary 
evidence: Thulemeyer, the Prussian Ambassador at the Hague, is 
quoted as estimating that in 1786 the Dutch were drawing fifteen 
million guilders annually in interest on their English holdings, and 
twelve million on their French. As Manger points out, if van de 
Spiegel’s estimate is to be accepted (280 million English and 55 million 
in all other countries) this argues a considerable switch of Dutch 
capital from England to France and in a very short time.‘ It is true 
that the guaranteed French loans (the earliest of which appear in the 
inventories as dating from 1781)5 did attract Dutch capital. By 1789 
we find that the French loans were the favourite Dutch foreign invest- 
ment, apart from the English funds, though only by a narrow margin. 
So that what Thulemeyer says confirms the trend, discernible in 
Table II, for other foreign funds to replace the English. But again the 
figures seem high. In 1789-1790 English funds account for 12.7 per 
cent. of the total investment of these two groups of capitalists, including 
their domestic investments and freeholds. Other foreign funds at this 
period account for 20.2 per cent. of the total investment. French 
funds absorb only 18.6 per cent. of the money invested in countries 
other than England, as against 4 per cent. in 1779-1780. It seems 
impossible that Thulemeyer can be right in assuming that on French 
funds alone the Dutch were drawing four-fifths as much interest as 
on the whole of their English investment unless between 1786 and 
1789 there had already been a tremendous swing back. 

There is, it is interesting to note, some evidence of the switch of 
Dutch capital from England to France and back again within the 
years 1783-1790 or so. But it is evidence that bears out a tendency 
rather than justifying Thulemeyer’s figures. 

In 1791 the banker Hope calculated that the Dutch spent only 
about five-eighths or three-quarters of their income, investing much 


PLO. CH DiD)- 

2 See p. 332, supra. 

3 Manger, op. cit., p. 60. 

4 Ibid. 

5 See inventory of estate of Jacoba Sydervelt, died 16 June, 1786, Arch. Burg. 
Coll. Succ. 49, folio 390, 
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of the remainder abroad.'! Hope thought that formerly large sums had 
gone into the English funds, but that latterly “‘ from the spirit of gain ” 
English investments had been sold and the proceeds placed in France. 
By 1791 the French investments had depreciated, and their owners, 
said Hope, were “ doing penance ” for having been “ attracted by the 
higher interest of money ”’. Table II does seem to reflect this tendency, 
to sell out English funds and reinvest elsewhere, especially on the 
part of the less heavy investor. Moreover in 1785 the English 3 per 
cents. had been down to 66, making the yield around 5 per cent., but 
they recovered fairly rapidly and did not again go below 80 till 1794. 
The interest on the French guaranteed: loans was 4 per cent.,? so that 
at 66 the English funds presented at least an equally attractive invest- 
ment. But as the English loans were of long standing and well tried, 
whereas the French loans had in the past proved a very poor 
speculation,? the drift from the English funds did not become a 
landslide. 

The figures in Table II again show reason for accepting the contem- 
porary evidence on the trend of Dutch foreign investment, for there 
is a clear drop in English, and a rise in other foreign holdings. A 
random sample taken from the year 1786 showed that the trend observ- 
able in Table IJ must have set in soon after 1780 rather than just before 
1789. For in 1786 the English investments of Group A had already 
dropped to 19.8 per cent., only 1 per cent. higher than they were to 
be in 1789-1790, and those of Group B dropped to 7.2 per cent., only 
0.5 per cent. above the figure for 1789-1790. But again an examination 
of the Collateral Succession Inventories gives the impression that 
contemporary figures are likely to be on the high side ; certainly 
Thulemeyer’s interest assessments seem to exaggerate Dutch holdings 
in the French funds. As the Collateral Succession Inventories list 
part only of the capital, and not income, they do not afford a check 
on Hope’s estimate of the proportion of income available for investment. 

We can assume in general that the trends of the literary evidence are 
in line with the evidence of the Collateral Succession Inventories. What 
then, in the light of the Collateral Succession Inventories is the chrono- 
logical course of Dutch investment abroad ? We can say with some 
confidence that just before the Austrian Succession War, the Dutch 
had a fairly considerable interest, relative to the total, then around 
£42 million,* in the English public debt, and that they had few other 
investments abroad. After the Austrian Succession and Seven Years’ 
War, the total of the English debt increased to £121 million, and though 
it fluctuated between that figure and £130 million, by the year 1776 it 


+ Manger, op. cit., p. 61, quoting Vreede, G. W., Mr. Laurens van de Spiegel en 
zijne tydgenooten, Vol. IV, p. 386. 

2 See Inventory of C. D. Hertz, Arch. Burg. Coll. Succ. 63, f. 396. 

% There were, among others, loans of 1710 which paid no interest after 1731. 
See Inventory of M. Bacher, Arch. Burg. Coll, Succ., 62, folio 227, where this 
security is valued at “* nihil”. 

4 €. 9010 (1898), p. 294, 
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was only £125 million.1_ The Dutch-held proportion of the debt in 1762, 
according to the contemporary evidence and to calculations based on 
the Collateral Succession Inventories, remained at about a quarter, i.e. 
between about £25 million and £30 million, and these calculations are 
partly confirmed by the ledgers of some of the loans in the Bank of 
England Record Office. The position just before the War of American 
Independence is somewhat obscure. We have an estimate from a 
doubtful source, putting the Dutch holdings impossibly high. We 
have the Collateral Succession Inventories showing that though the 
English investments of the heavy and of the lighter investor rose, and 
the number of inventories reaching the figure of 20,000 guilders rose, 
the size of the average invested fortune in each group fell. Therefore 
the total English investment of the Dutch capitalist class appears to 
have remained at or about the level of 1762, i.e. around £27 million 
sterling. During the War of American Independence the English debt 
climbed to £211 million.? At or just before the close of the war, good 
Dutch and English authorities agree that the Dutch held about an 
eighth of the debt, i.e. around £27,000,000 to £30,000,000. After this 
period, there was clearly a flight from the English funds, going on 
until the end of the century. But on the evidence of these inventories 
it would be rash to relate this flight to the period of the Fourth Anglo- 
Dutch War. Nor would it be safe to assume that the credit and Bank 
crises of 1763 and 1773 permanently affected the investments of the 
Dutch in English funds. It seems more likely that there was a specula- 
tive element that had a temporary effect on the market price of the 
stock, and caught the eye of the informed observer, but bore little 
relation to the solid investing element. The proportion of solid Dutch 
money in the English funds remained from around 1760 at least until 
1783 at between £25,000,000 and £30,000,000. The other foreign 
investments of the Dutch increased rapidly between 1760 and 1769, and 
continued to increase until the 1790’s. Had the colonial mortgages 
retained their market value after the Fourth Anglo-Dutch War, the 
tables would have shown even more remarkable increases. But in 
view of the very big “ spread ” of these investments, it is probable that 
the Dutch were not contributing significant sums to any one European 
country. 
IV 


In 1789-1790, the richer groups of Amsterdam capitalists had only 
57.5 per cent. of their wealth invested in their own country (and this 
includes investment in land). Were they, as the writer of the periodical 
De Koopman is constantly asserting,* depriving their own home indus- 
tries of necessary capital, in order to draw high rates of interest on 
foreign investment ? This general question cannot be answered from 


1 C, 9010 (1898), p. 301. 

2 Ibid., p. 343. 

8 See Table II, supra, p. 329. 

4 V., p. 250, quoted by Wilson, op. cit., p. 188. 
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such a source as a collection of inventories, but it can perhaps be 
countered by another question. On the basis of these inventories, can 
we assume that the rich investors, who had a very high proportion of 
their wealth abroad, were a sufficiently large and powerful class to 
influence the economic fortunes of their country by a change in their 
investment policy? We must admit that a total foreign investment 
of 42.5 per cent. is very high. But we must remember that this group 
represented less than a twentieth of propertied Amsterdam. The invest- 
ment habits of the numerically much larger group, whose inventories 
reached 20,000 guilders but not 90,000 guilders, were perhaps more 
important to the Republic as a whole. In this group we never get 
less than 73.3 per cent. of total investment within the Republic, and 
that at a time (1769-1770) when the rich man was still using over 
70 per cent. of his wealth at home. It seems to be clear that some Dutch, 
like any other, capital could be attracted to any opening where the 
yield was high, and where there was a chance of a speedy realisation 
at choice, or some capital appreciation. The same small group of rich 
capitalists whose money was going into English and other foreign 
funds, were building themselves palatial country houses along the 
Vecht, or having Palladian fronts grafted on to the pleasant seventeenth 
century houses on the Herrengrachten of their home towns.’ Could 
they, if they had remained allied to the bourgeois elements of which 
they had formed a part in the seventeenth century, by their “ surplus ”’ 
invested at home instead of abroad, have re-established their country’s 
economy and enabled it to rival Britain’s industrial revolution? The 
Collateral Succession Inventories leave the impression that only a small 
number of capitalists were investing heavily abroad, and that even 
this group invested more than half its wealth at home. — It would 
surely be wrong to attribute the decline of the Republic to the investment 
habits of that 60 per cent. or so of the richest group who preferred a 
rentier life to the activities of industrialisation. 


The London School of Economics. 


1 Montesquieu writes of Amsterdam in 1729: “On dte l’argent du commerce 
pour ?employer en pierres, et je vois qu’il en sera comme a Venise, ou, au lieu de 
flottes et de royaumes, il reste de beaux palais”. Voyages, édition 1894-96, Vol. II, 
p. 222. 
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The Technique of Monetary Insulation, 
December 1932 to December 1937! 
By D. S. Legs 


Foreign balances presented a persistent menace to exchange and 
credit stability in the inter-war years. They were a dominant factor 
in giving rise to the universal practice of controlling the effects of 
gold movements on domestic credit conditions. Nor is this difficult 
to understand. The balances were vast in amount”; they were held 
in highly liquid form and could be withdrawn on demand or at very 
short notice; and their behaviour tended to be erratic and unpredict- 
able. For a country with fixed exchanges, movements of foreign 
balances accompanied by movements of gold could cause sudden and 
violent fluctuations in the volume of credit, while for a country with 
free exchanges such movements could cause sudden and violent 
fluctuations in the rate of exchange. In both cases domestic costs 
and prices would be disturbed—in the one by alterations in the supply 
of money, and in the other by movements in the rate of exchange. 
It was partly in order to prevent these disturbances that the policy 
of insulation was so widely practised even under gold standard con- 
ditions. The Exchange Equalisation Account was set up primarily 
to protect the pound and domestic credit from movements of foreign 
balances after the gold standard had been abandoned.’ This example 
was followed by many countries, and insulation tended to become a 
sine qua non of official monetary policy.® 

Until recently the lack of official data made the causes and effects 
of the huge flow of gold to London between 1932 and 1937 largely a 


1 This paper is based on a section of a doctoral thesis, ‘‘ The Treasury and Interest 
Rates, 1932-39 ’’, prepared while the author was a research scholar in the University 
of Nottingham. The author is grateful to Professors E. Victor Morgan, Brian Tew 
and Bruce Williams for their valuable criticisms of the paper. 

2 European and U.S. short-term liabilities on foreign account were put at £2,500 m. 
at the end of 1930. B.S. Annual Report 1933-34, p. 23 and pp. 27-28. 

% The main categories of foreign balances were (a) official foreign exchange 
reserves, (b) foreign banks’ balances, (c) foreign non-bank customers’ balances. 
As a general rule, category (a) balances were not so susceptible to sudden withdrawal 
as categories (b) and (c). See P. Einzig: Foreign Balances (1938), Chapter VIII. 

4 For example: “ The existence in America of these foreign balances presents 
a condition in the banking situation to be taken into account in determining the 
Federal Reserve System’s credit policy with a view to maintaining the country’s 
banking system in a position to meet demands for gold from abroad without dis- 
turbing business and credit conditions in this country”. 13th Annual Report of 
the Federal Reserve Board 1927, p. 16. : 

5 Official Report, Vol. 264, Col. 1426 et seqg., April 1932; N. F. Hall: Exchange 
Equalisation Account (1935), Introduction and Chapters I-III; N. Crump: Lloyds 
Bank Review, January 1937. 
~ 6 BF, A, Southard: Foreign Exchange Practice and Policy (1940), pp. 172-3. 
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matter of guesswork. Nothing was known officially about the gold 
holdings of the Account (as we shall call it) until March 1937.' and 
nothing at all about foreign balances in London in the ’thirties. Thus 
the publication of the pre-war gold reserves and net short-term liabilities 
(foreign balances) of the United Kingdom is an event of the first 
importance.” It enables us to see for the first time how insulation was 
carried out in practice, and to determine the effects on British credit 
of movements of gold in general and of foreign balances in particular. 
That is the purpose of this paper. 

Insulation means the acquisition of gold by the monetary authorities 
without a change, either increase or decrease, in the domestic credit 
structure.* It requires two operations on the part of the authorities. 
First, to isolate the incoming gold from the credit base of the banking 
system, and second, to provide the sellers of gold with the type of 
asset they wish to hold with the domestic currency they acquire. In 
this way the domestic credit structure is maintained intact. 

The official figures for gold reserves and foreign balances are set 
out in Table I.4 They reveal at once the need for the insulating 
machinery provided by the Account. Between December 1932 
and December 1937 the gold reserves more than trebled in volume.® 
This broad movement conceals the irregularity of the inflow. Of the 
85 m. ounces bought in these five years, at an estimated cost of £573 m., 
25 m. ounces (£200 m.)’? were bought in the first half of 1933; 11m. 
ounces (£80m.) in the second and third quarters of 1935; 29m. 
ounces (£200 m.) in 1936; and 16m. ounces (£115 m.) in the second 
and third quarters of 1937. In short, practically all the gold 
gained in the period was bought in just over two years. The 


1 The first official figures of the gold holdings of the Account were given for 
March 1937, and thereafter at six-monthly intervals. It is due largely to the work 
of F. W. Paish that some appraisal of the Account’s activities has hitherto been 
possible. His most important articles are to be found in Economica, from 1935 
to 1940, and Appendix I, Studies in Financial Organisation (1947), T. Balogh. 

2 Cmd. 8354 (1951). The gold reserves are given quarterly, and the short-term 
liabilities half-yearly. The sterling assets of the Account are not disclosed. They 
are believed to have been held mainly in the form of tap Treasury bills. The Account 
may have held moderate quantities of Ways and Means advances to the Treasury 
and Deposits with the Bank of England. It was thought that the Account did not 
hold longer-dated securities or deposits with the joint-stock banks; or (before 
Ata Treasury bills issued by tender. See F. W. Paish: Economica, 1936, 
p. 78. 

§ Insulation need not, of course, refer only to gold movements promoted by 
foreign balances; it can refer to all gold movements, whatever the cause. For a 
discussion of which gold movements should be allowed to play a part in the domestic 
credit situation and which should be counteracted, see C. P. Kindleberger: Inter- 
national Short-term Capital Movements (1937); and N. F. Hall: op. cit. 

* As the Account operated for only six months of 1932, and then only on a very 
small scale, we shail concern ourselves with the five years December 1932 to December 
1937. 

5 The mechanics of the Account have been discussed too often to warrant inclusion 
here. See, for example, W. Manning Dacey: British Banking Mechanism (1951), 
Chapter X. 

6 And from December 1937 to September 1939 they fell by half. 

? Including £40m. of foreign exchange. Cmd. 8354, p. 3. 
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effect on domestic credit without some insulating machinery is readily 
imagined. 

On a quarterly basis, there was only one period of gold sales of 
any significance.' This was in the third quarter of 1933 when the 
Account sold £85 m. of gold and foreign exchange, bringing its reserves 
down to the very low level of £40 m. 

It can now be seen that foreign balances were the major cause of 
the gold inflow; they account for £340 m. of the rise of £573 m. in 
gold reserves at cost. The discrepancy between gold reserves and 
foreign balances is interesting. An increase in gold reserves relative 


TABLE I 
GoLD RESERVES AND NET SHORT-TERM LIABILITIES OF U.K. 1932-37. 


Gold Reserves 


Net 
Account Sire 
liabilities 
On last day of: (or 
i foreign 
Millions of ounces fine sey giage 
1932—June 32-1 2-7 457 
Dec. 28-2 5:1 468 
1933—June 44:6 14-0 518 
Dec. 44-9 13-9 538 
1934—June 45-0 17:0 591 
Dec. 45:3 13-6 580 
1935—June 45-4 19-6 544 
Dec. 47-1 22:8 600 
1936—June 51:9 37°5 645 
Dec. 73°8 25°4 721 
1937—June 76°8 35°8 770 
Dec. 76:8 41:5 808 


Source: Cmd. 8354, with the exception of column 5, in which the cost of the 
gold has been estimated by the writer. 

In column 4 gold is valued at the market price operative at the end of each half- 

year. The market price of gold rose from 115s. per ounce fine at the end of June 
1932 to 140s. at the end of December 1937. The corresponding rise in the value 
of the gold reserves was an estimated £64 m. 

The Account’s holdings of foreign currencies were negligible during most of 
the above period. In the first year of operation by the Account, however, holdings 
rose to about £40 m., declining to an insignificant amount by the end of 
1933. 


1 It was widely believed that the Account sold a large amount of gold in 1934, 
accounting for the rise in the tap issue of over £100 m. in that year. (F. W. Paish: 
Economica 1939, p. 262.) It can now be seen that the Account lost no gold on 
balance in 1934, and that the rise in the tap issue, and the celebrated “ bill famine ” 
that followed, were due to an increase in the bill holdings of Departments other 
than the Account. 

2 The rise in the market price of gold reserves was £619 m., of which £46 m. 
was due to a rise in the sterling price of gold of 16s. per ounce fine. 
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to foreign balances (that is, an improvement in external liquidity) 
can take place either through a surplus on current account or through 
net repayments of long-term overseas capital. Board of Trade figures 
record a total deficit of £49 m. on current account for these five years.! 
It may be that the current balance was more favourable than 
official statistics show, but this notwithstanding, it seems clear 
that net repayments of long-term capital of the order of £200 m. 
were the main reason for the improvement in Britain’s external 
liquidity.” 

It is a curious fact that prior to 1931 the Bank was “ entirely unaware 
of the extent to which foreign balances (were) held by other banks ”’.* 
This deficiency was made good on the recommendations of the Mac- 
millan Committee; from 1931 onwards figures of foreign balances 
were. “collected regularly ’’.* Information about foreign balances 
would greatly facilitate the technique of insulation; it would enable 
the authorities to identify the causes of the gold inflow, and to make 
informed decisions about the sort of assets to provide for the owners of 
gold bought by the Account. As we have said, foreign balances are 
usually held in highly liquid form, mainly Treasury bills and bank 
deposits. If a gold inflow were due to a rise in these balances, the authori- 
ties would need to increase the supply of bills and bank deposits if credit 
conditions were not to be disturbed. The Account was excellently 
devised to supply these assets. With no other factors supervening,® 
the supply of bills to the market (the tender issue) would rise as the 
Account bought gold. Liquid assets would be provided automatically 
for the owners of foreign balances, either directly in the form of bills, 
or indirectly in the form of bank deposits, as bills are usually highly 
acceptable to the banks. But if the gold inflow were due to the 
repatriation of long-term capital, the assets in demand would most 
likely be bonds.? Unless the authorities wished to inflate domestic 
credit, it would be necessary for them to increase the supply of bonds, 
either by issuing a funding loan or by employing the resources of 
the other Departments to sell bonds and to buy bills. Hence the 
significance of the net repayments of long-term capital for the technique 


1 Bank of England Statistical Summary, February 1939, p. 14. 

2 A careful reading of Kindersley’s incomplete evidence tends to support this 
view. See his annual articles in the Economic Journal from 1933 to 1939, especially 
1935 and 1937. 

3 Sir Ernest Harvey, Macmillan Committee, Minutes of Evidence, Vol. I 
Q 


. 236. 

4 Cmd. $354, p. 2. 

5 Bor these ‘“‘ other factors’’, see pp. 347 fff. 

° There are two well-known qualifications here: (a) the banks may require extra 
cash to under-pin their purchases of bills; (6) foreigners may wish to hold bank 
notes. Both could be provided by the transfer of gold and/or bills from the Account 
to the Bank. See W. Manning Dacey: op. cit., pp. 107-8. 

7 We use the term “ bonds” to denote all Government securities other than 
floating debt. If non-Government bonds (shares, etc., of various kinds) were 
demanded, perfect insulation would not be even theoretically possible, as the authori- 
ties are not iB 4 position to supply these types of assets. W. Manning Dacey: 
op. cit., Pp. ‘ 
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of insulation was that they reduced the need for the authorities to 
create liquid assets. 

An important incidental point about the gold figures is the new 
light which they throw on the operations of the other Departments.! 
Until June 1932 certain broad conclusions could be drawn from 
movements in the tap issue and Ways and Means advances.” With 
the establishment of the Account this check ceased ; it became impossible 
to divide responsibility for movements in the tap issue between the 
Account and the other Departments. This was convenient for the 
Treasury: it obscured the Account from the speculators and the 
other Departments from the market. It is now possible to estimate 
the bill holdings of the other Departments with fair accuracy. During 
our period they fluctuated between £200 m. in June 1933 and £60 m. 
early in April 1936.3 It seems that these fluctuations were connected 
almost exclusively with debt operations. 

There would seem to be sound reasons for supposing that by far 
the larger part of the foreign balances in London was invested in liquid 
assets.4. By “liquid assets’ we mean Bank of England and clearing 
bank deposits plus bank notes plus Treasury bills issued by tender. 
From the point of view of monetary management the supply of liquid 
assets can be divided into two parts: that going to the banks in the 
form of Bankers’ Deposits, notes and bills; and that going to the 
public in the form of bank deposits, notes and bills. We shall call 
this latter simply “ public liquid assets” to avoid repeated use of 
the cumbersome “supply of liquid assets to the public”’. Public 
liquid assets can be increased in three ways: by the Bank creating 
more cash; by the Treasury issuing more tender bills®; and by the 


ee 


+ Government departments other than the Account (or ‘“‘ other Departments ”’ 
as we shall call them) are effectively under the control of the Treasury. The most 
important are the Issue Department of the Bank, the savings banks, and the social 
insurance funds. 

2 F, W. Paish: Economica, 1939, pp. 252-54. 

3 The bill holdings of the Post Office Savings Bank, the National Health Insurance 
Fund and the Unemployment Insurance Fund can be ascertained as at December 31st 
from published accounts. The highest total was £7m. at the end of 1934. No 
bills are traceable from Trustee Savings Bank accounts, published on November 20th. 
The largest amount of bills held by the smaller funds (principally the Local Loans 
Fund and the Road Fund), whose accounts were published on March 31st, was 
£15 m. at the end of March 1935. From this it would seem that the vast bulk of 
the bills held by the other Departments was held by the Issue Department. The 
writer’s view is that fluctuations in bills held by the other Departments were due 
almost entirely to the operations of the Issue Department in connection with debt 
operations. The importance of the savings banks and the social insurance funds 
to the Treasury lay in the support which their surpluses provided for the bond market. 
From published accounts it can be seen that these Departments purchased £300 m. 
of bonds from December 1932 to December 1937. 

4 Marginal amounts appear to have been put into bonds and even equities. 
W. Manning Dacey: The Banker, October 1938, p. 21 

5 There are two main reasons for a rise in the tender issue: (a) a rise in the total 
bill issue, due to a budget deficit or, more unusually, to replacing long-term debt 
with bills; and (b) a reduction of (tap) bills held by Government departments, 
either by substituting gold for bills in the Account or bonds for bills in the other 
Departments. And conversely for a fall in the tender issue. 
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banks reducing their cash ratios or allowing their liquidity ratios to 
fall without allowing their cash ratios to rise.* 

First, we shall examine the effects of the operations of the Treasury 
(together with the Account and the other Departments), the Bank 
and the banks on public liquid assets. We shall then relate changes 
in public liquid assets to changes in foreign balances and attempt to 
determine to what extent foreign balances affected domestic credit. 

Of the rise of £573 m. in gold reserves, £206 m. was sold to the 
Bank at par.? Not all of this, however, was financed by the Bank; 
£75 m. represented a reduction in the fiduciary issue, and the responsi- 
bility for financing it fell upon the Treasury.* So £131 m. of the gold 
inflow (£206 m. minus £75 m.) was financed by the Bank, and the 
remainder of £442 m. by the Treasury. This amount of £442 m. 
was made up of three items : 


£m. 
Increase in gold actually held by Account at cost .. 250 
Cost of gold sold to Bank less par price paid by Bank ..__—‘117 
Increase in non-sterling assets of Account .. ie es SOP 
Reduction in fiduciary issue .. ai ae a0 75 


Total gold to be financed by Treasury .. ae ~. 442 


Let us see how the Treasury financed this gold. When its non- 
sterling assets rose, the Account usually let its tap bills run off,* thereby 
obliging the Treasury to provide it with a corresponding amount of 
sterling. When it sold gold to the Issue Department against a reduction 
of the fiduciary issue, the Account obliged the Treasury to provide 
itself with sterling by borrowing a corresponding amount elsewhere. 
The Treasury could obtain sterling for the Account or for itself by 
increasing its supply of bills or bonds, either to the other Departments 
or to the public, including the banks.® 

As is shown in Table II the Treasury obtained the sterling to finance 
its gold by issuing £390 m. of bonds to the public and £92 m. 
of bills to the other Departments. It used the £482 m. raised in this 


! The liquidity ratio is the ratio of cash plus call money plus bills discounted 
to total deposits. 

2 That is, at 85s. per ounce fine. This gold cost the Account £323 m. The “ loss ” 
of £117 m. ranked as an asset in the Account until such time as the Bank resold the 
gold to the Account. 

8 ** As the securities held by the Bank against the fiduciary issue are in effect 
a loan to the Government .... a reduction in the fiduciary issue obliges the Govern- 
ment to re-borrow a corresponding amount elsewhere.” F. W. Paish: Economica, 
1937, p. 346. The fiduciary issue was reduced by transferring gold from the Account 
to the Issue Department and a corresponding amount of (presumably) Treasury 
bills from the Issue Department to the Account. 

4 It is generally held that this was the proceedure. See, for example, N. Crump: 
Journal of the Institute of Bankers, June 1938, p. 294. 

5 Small amounts were borrowed on Ways and Means from the other Departments. 
Only rarely was recourse had to the Bank. 
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TABLE II 
FINANCE OF GOLD RESERVES BY THE TREASURY, DECEMBER 1932 TO DECEMBER 1937. 


Lins 
Year ending December .. 1933 1934 1935 1936 1937 =Total 
Changes in gold to be 
financed by Treasury .. +101 0 +70 +149 +122 +442 
FINANCED BY: 
Changes in supply of bills— 


Total bills issued by Trea- 
sury other than to 
Account? — 90 SSE) Se Soy Ge Se) SS Sy 
bills issued by Treasury 
to other Departments*’ - 25 +4107 —Iaju PA So eam oD 
supply of bills to public 
(the tender issue)’ .. — 65 =146 AT 5207 et — 40 
Changes in supply of bonds— 
Bonds issued by Treasury 
to finance gold¢ Sep et 9 ect S Ome ee cle OD ements Oeste SOU) 
bonds issued by Treasury 
to other Departments¢ + 25 -107 + 45 - 5 -— 50 - 92 
supply of bonds to public, 
including the banks .. +166 +146 Se” As iY as wl 0 WY AO wr (92 
NOTES: 


a. Estimated; the figures are reasonably accurate on the assumption that the 
Account held its sterling assets in the form of tap Treasury bills. (See p. 342, 
footnote 2). 

. Taken from F. W. Paish, Appendix I, op. cit. 

c. Represents the difference between total bills issued other than to the Account 
and gold to be financed by the Treasury. To obtain total bonds issued by the 
Treasury it is necessary to add budget deficits and other payments on loan 
account. (See p. 348.) 

d. Bonds bought (+) or sold (-) by the other Departments to finance sales or 
purchases of bills. 


way to buy £442 m. of gold and to reduce the tender issue by £40 m.! 
As the £92 m. of bills issued to the other Departments appear to 
have gone mainly to the Issue Department, they would be paid for 
by corresponding sales of bonds to the public. Thus the effect of 
the operations of the Treasury and the other Departments in financing 
gold was to increase the public’s holdings of bonds by £482 m. and 
to reduce its holdings of bills by £40m. Only in 1935 was the gold 
inflow financed by increasing the supply of bills and reducing the 
supply of bonds to the public.* In other years the supply of bonds 

1 The Treasury also reduced its short-term obligations other than floating debt. 
The volume of securities with less than five years to run to the latest redemption 
date fell from £492 m. in March 1932 to £100 m. in March 1937. The effect was, 


as it were, to cut the os out of the national debt. See E. Victor Morgan: 
Economic Journal, 1944, pp. 343-44. 

2 See p. 345, footnote 3. Bills held by the three large Departments which published 
accounts on December 31st increased by only £1 m. from December 1932 to Dec- 
ember 1937. ; ae 

3 This was due largely to the procedure, unusual in British finance, of replacing 
maturing long-term debt with bills. In April 1935 £44 m. of Treasury bonds were 
redeemed by allowing the total bill issue to rise. Economist, April 20th 1935, p. 913. 
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was increased substantially and the supply of bills either reduced or 
only moderately increased. Over the period the automatic mechanism 
of the Account in the provision of liquid assets was not permitted 
to work; in so far as liquid assets were created it was in spite of, and 
not because of, Treasury policy.’ 

In addition to purchases of gold, budget deficits and other payments 
on loan account by the Treasury amounted to about £58m. These 
were also financed on long term, bringing the increase in the public’s 
holdings of bonds to £540 m. 

The effects of the Bank’s gold purchases on the supply of assets 
to the public and the banks are happily less complex than those of 
the Treasury. In the five years under discussion, the note circulation 
rose by £133 m. and total deposits at the Bank by £10m. Of this 
increase of £143 m. in central bank credit, £105 m. in notes went to 
the public, including foreign nationals,” and £31 m. (£3 m. in Bankers’ 
Deposits and £28 m. in notes)? went to the banks. The Bank’s gold 
purchases, then, were allowed to expand the credit base by £31 m. 
The operative word is “‘ allowed ”—had the authorities so wished the 
gold transferred to the Bank need have had no effect on the credit 
base at all. And, conversely, of course, the expansion of credit could 
have been greater. The expansion of deposits at the Bank after 1932 
was comparatively small, Bankers’ Deposits rising by only £3 m.; 
the Bank seemed largely content to let the banks and the public draw 
out notes backed by gold, and to make only moderate additions to 
central bank credit by purchases of securities for the Banking Depart- 
ment. 

As a result of the operations of the Treasury and the other Depart- 
ments in reducing the supply of tender bills, the owners of foreign 
balances who wished to invest in Treasury bills could do so only at 
the expense of existing holders. The chief “‘ existing holders ” appear 
to have been the banks. It is estimated that between December 1932 
and December 1937 the banks lost £120 m. of Treasury bills,* so that, 


1 The possible reasons for the funding policy of the Treasury are dealt with by 
F. W. Paish: Economica, 1940, pp. 343-47. The bills issued to the other Departments 
have hitherto been overlooked. The reason for this facet of Treasury policy is 
simple. The Issue Department is one of the other Departments. Reductions in 
the fiduciary issue would thus reduce the bills held by the other Departments. As 
large bill holdings by the other Departments were essential to provide support for 
its new issues, the Treasury made good the reductions of the fiduciary issue by 
issuing bills to the Issue Department against sales of bonds to the public. This 
was the way in which the Treasury financed the £75 m. reduction in the fiduciary 
issue. Given the use of Department funds in support of debt operations, the 
effect of reducing the fiduciary issue was to increase the supply of bonds and to 
reduce the supply of bills to the public—exactly the contrary of what was required. 
We can no longer, therefore, regard reductions in the fiduciary issue as an important 
advance in the technique of insulation, as has hitherto been the case. See, for 
example, N. Crump: Lloyds Bank Review, January 1937. 

* The total amount of notes held by foreign nationals was put at £30 m. in 1937. 
Statist, March 13th, 1937, p. 391. 

3 Bank of England Statistical Summary, January 1939, pp. 4-5. 

4H. G. Johnson: L.C.E.S., November 1951, p. 102. 
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although the total supply of tender bills fell by £40 m., the supply 
to the public rose by £80 m. It was thus the banks and not the Treasury 
who were supplying bills to the public, including foreigners. That 
they were able to do so, and at the same time increase their deposits 
by £270 m., was due partly to their inflated bill holdings at the end 
of 1932, partly to a revision of their liquidity ratios, particularly in 
1937, and partly to the expansion of their cash reserves. In these 
five years the banks increased public liquid assets by £390 m. (£270 m. 
of deposits and £120 m. of bills). In addition, they purchased £140 m. 
of the £540 m. of bonds sold by the Treasury and the other Depart- 
ments, thus reducing the supply of “illiquid” assets to the public. 


TABLE III 
CHANGES IN FOREIGN BALANCES RELATED TO CHANGES IN PUBLIC LIQUID ASSETS. 
£m. 
Year ending December ad .. 1933 1934 1935 1936 ~1937- ‘Total 
Foreign balances Ss A oe ot 70, = 42, 20) 121-87) 642340 


Public liquid assets : 


Treasury bills held by public oe 20" 960 F191 9-89) = 26080 
Bank notes held by ces feo IP ee SB coil) se ok) SSilan 
Bank deposits ~ : Me 42) i 30) 1-120) 157) ee LO 
Total of public liquid assets eee NOU Sd) 231 2360 C0455 


Figures for foreign balances taken from Table I, p. 343. 

Figures for banks’ holdings of Treasury bills taken from Johnson: op. cit. 

Figures for banks’ holdings of notes taken from Bank of England Statistical Sum- 
mary, January 1939, pp. 4-5. 

Figures for bank deposits taken from various Bank of England Statistical 
Summaries. 


From the above analysis it would seem that there was a fundamental 
conflict between the two main sectors of the monetary machinery 
in the provision of assets for the public. The Treasury sector was 
operating to increase the supply of illiquid assets (bonds) and to 
reduce the supply of liquid assets (bills); while the banking sector 
was operating to increase the supply of liquid assets (bills, deposits 
and notes) and to reduce the supply of illiquid assets (bonds). We are 
now in a position to consider the implications of this curious conflict 
for interest rates by relating public liquid assets to foreign balances. 
This relationship is shown in Table III. 

The effect of the gold inflow on interest rates would depend on the 
extent to which the Treasury, the Bank and the banks provided the 
owners of foreign balances with the requisite amount of liquid resources. 
If public liquid assets were not increased to the extent of the rise in 
the foreign demand for them, domestic holders would lose liquid 
assets to foreigners. On the one hand, short-term rates would tend 

1 The banks’ liquidity ratios fell from the abnormally high level of 37.6 per cent. 


at the end of 1932 to the abnormally low level of 30.4 per cent. at the end of 1937. 
Their cash ratios were virtually unchanged. 
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to fall as foreigners offered higher prices for liquid assets.‘ On 
the other hand, the bond rate would have to rise to persuade 
domestic investors to take up the bonds which were being supplied 
to them, either by the Treasury or the other Departments, in 
place of liquid assets. As long, then, as public liquid assets 
were not increased sufficiently as gold flowed in, there would be 
important forces operating to keep bond rates up and short-term 
_ trates down.? 

From Table III it will be seen that, over the whole period, public 
liquid assets increased by £115m. more than foreign balances. It 
would seem that the Bank and the banks offset the restrictive policy 
of the Treasury and the other Departments on public liquid assets.* 
Experience was different, however, in individual years. In 1933 
and 1934, and in the first nine months of 1937,4 the same phenomenon 
occurred: foreign balances rose sharply and public liquid assets fell. 
In these three years some considerable transfer of liquid assets from 
domestic to foreign ownership must have taken pe with depressing 
effects on bond prices. 

With the new information to hand, we can see how far Keynes’ 
well known criticism of Treasury policy in 1937 was correct.° He 
thought that (on estimates made by Professor Paish) the Account 
bought £190 m. of gold in the first nine months of 1937. About £14 m. 
of this was sold to the Bank, leaving the Treasury with £176 m. to 
finance. Most of this was provided by the issue of £104 m. of bonds 
and by the other Departments buying £60 m. of bills. The supply 
of liquid assets in the form of tender bills and bank deposits did not 
rise, and the result was that domestically-held liquid assets were reduced 
“by between £100 m. and £150 m. at least’’. He ascribed the heavy 
fall in bond prices to this single cause, and he thought that “‘ the sums 
involved were so large that it is a matter for surprise that gilt-edged 
prices did not fall further ” 


1 If the banks were not prepared to accept a loss of bills, but attempted to restore 
their liquid position, the pressure on short-term rates would be particularly severe. 
This seems to have been the case from 1932 to the spring of 1935, when short-term 
rates were reduced to abysmal levels as the banks competed for bills. After that 
time they combined to fix rates and, together with the discount market syndicate, 
they were successful in keeping short-term rates remarkably stable around 4 of one 
per cent., at the cost of a further loss of bills and a further fall in liquidity ratios. 
So for almost three years of our period, the banks were passive in the face of severe 
“‘ outside’ competition for bills. 

ee for this line of thought must go to a writer in the L.C.E.S., January 24th, 
1 

2 Bonds supplied by the Treasury and the other Departments and not taken 
up by the banks amounted to £400m. This was £150 m. to £200 m. more than 
the likely demand arising from net repayments of long-term capital. Despite the 
liquid assets created over and above the demand for them from the owners of 
foreign balances, this ‘“‘ weight of bonds’”’ must have tended to depress bond 
prices. 

4 This movement is not shown in the table; in the first nine months of 
1937-public liquid assets fell by £30m., and they rose by £90m. in the last 
quarter. 

5 Address to National Mutual Assurance Society, February 1938. 
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It can now be seen that the gold inflow was not £190 m. but £120 m., 
with foreign balances rising by about £90m.! Public liquid assets 
fell by £30 m., and they would have fallen further but for the banks 
allowing their liquidity ratios to fall below the traditional minimum 
of 30 per cent. With foreign balances seeking liquid investment, the 
reduction in liquid assets held by the domestic public was still substantial, 
probably rather more than Keynes’ minimum estimate of £100 m. 

It is doubtful, however, whether this single factor alone accounts 
for the fall in bond prices in 1937. The heaviest fall occurred in 
January and February,” well before the large gold inflow began, that 
in the first quarter being only £10m.* From February to September 
bond prices declined very little, with other factors such as the shift 
from equities to bonds as activity declined tending to offset the effects 
of Treasury policy on the bond rate.* It would seem that Treasury 
policy prevented a rise, rather than caused the fall, in bond prices.® 
This is supported by the recovery of bond prices in the last quarter of 
the year. Foreign balances were probably falling, while public liquid 
assets rose by £90 m. Liquid assets held by the domestic public were 
thus replenished, and the effect on bond prices was sharp and decisive, 
and pressure on short-term rates noticeably eased. The other Depart- 
ments appear to have taken advantage of this recovery to market the 
last of their large holdings of 24 per cent. Defence Loan, their bills 
rising by over £30 m. in the last quarter. 

Though the rise in bond rates in 1937 cannot be attributed to official 
policy, it is true none the less that official operations on public liquid 
assets were thoroughly restrictive: the Treasury funded £67m. of 
bills; the other Departments increased their bill holdings by £50 m.; 
and the Bank did not expand the cash base for the first time since 
1932. These operations may have been due in part to official fears 
over inflation, especially early in the year.6 But whatever the reason 
for them, they caused foreign balances to affect domestic credit signi- 
ficantly—to deflate it in the first three quarters as foreign balances 
rose, and to inflate it in the last quarter as foreign balances declined. 

The same effects, though of a more severe nature, can be discerned 
in the two periods December 1932 to June 1934 and the second half 
of 1934. In the first period foreign balances rose by £123 m.’ and 


1 The figure for September is not available, but other evidence (B.S. Annual 
Report 1938-39, p. 92) suggests that sterling area balances at least reached their 
peak in September and then declined. egies 

2 Bond prices (Investors Chronicle Index) fell by 6 points in the first two months 
of the year, “‘ the immediate occasion being the realisation that the Government 
was about to borrow large sums for rearmament. The investing public and the 
Stock Exchange reacted to quite an irrational extent”. R. S. Sayers: Modern 
Banking (Third Edition), p. 189. 

3 As against F. W. Paish’s estimate of £77 m. 

4 Economist, March Sth, 1938, p. 564. 

5 At least one learned authority appears to have accepted Keynes’ explanation 
of the fall in bond prices without question. W. Manning Dacey: op. cit., p. 113. 

6 Economist, Banking Supplement, May 15th, 1937. 

7 See Table I. 
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public liquid assets fell by £130 m.' Liquid assets held by the domestic 
public may have been reduced by as much as £250 m., of which about 
half were taken by foreigners. The pressure on bond prices and short- 
term rates must have been very severe. Bond prices, after rising by 
27 points in 1932, rose by only 4 points in these eighteen months in 
spite of further heavy bond purchases by the banks, and short-term 
rates were reduced to record low levels. The wonder is that bond 
prices did not fall substantially. The explanation may be that the 
deflationary effects of official monetary policy were offset by the bond 
purchases of the banks and the preference of investors for bonds 
rather than equities at this stage of depression and recovery. The 
prolonged check to the fall in the bond rate has hitherto been somewhat 
of a mystery, but there can now be little doubt that the drastic deflation 
of liquid assets held by the domestic public, which until recently was ob- 
scured by the secrecy of the Account’s operations, was chiefly responsible. 

The contradictions between the various parts of the monetary 
machinery are interesting. In 1933 the Treasury, by funding £191 m. 
of bills, and the banks, by allowing cash ratios to rise,? were reducing 
public liquid assets. The Account, by buying gold, the Bank, by 
creating cash, and the other Departments, by selling £25 m. of bills, 
were increasing them. In the first half of 1934 it was the Treasury, 
the Bank and the other Departments who were reducing public liquid 
assets, and the Account and the banks? who were increasing them. 
There are few signs here of the skilful control of liquidity which is 
of the essence of monetary management. It resembles rather a tug 
of war between five contestants, with no clear idea of who is on which 
side and what the object of the contest is. 

The sharp rise of 8 points in bond prices in the second half of 1934 
was closely connected with a relief from the prolonged deflation of 
public liquid assets. In these six months foreign balances fell by 
£11 m. and public liquid assets rose by £60m. The effect was to 
replenish liquid assets held by the domestic public which had been so 
seriously depleted since 1932. The other Departments again apparently 
took advantage of the rise in bond prices to unload their holdings of 
a new Government loan (the 3 per cent. Funding Loan issued in 
April 1934); their bills rose by £60m. and the tender issue fell by 
£36 m. 

This inflation of domestic credit was also the outcome of conflicting 
policies. The Bank was increasing the supply of bank cash and the 
other Departments were reducing the supply of tender bills. The 
effect on interest rates was left to depend on whether the banks let 
their liquidity ratios fall, as in 1937; whether they simply let their 


1 This movement is not shown in Table III. Public liquid assets fell by £115 m. 
in the first half of 1934, and rose by £60 m. in the second. 

2 Had cash ratios remained stable, deposits would have risen by £58 m. instead 
of falling by £42 m.; that is, public liquid assets would have been £100 m. larger. 

* Similarly, had cash ratios not fallen, deposits (and thus public liquid assets) 
would have been £50 m. less. 
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cash ratios rise, as in 1933; or whether they competed for the declining 
supply of bills and re-entered the bond market. In fact, it was the 
competition of the banks for bills and their purchases of bonds which 
were mainly responsible for the fall in the short-term rate to under 
one-fifth of one per cent., and the fall in the bond rate to a 23 per cent. 
basis.'. The lack of co-ordination between the operations of the 
Bank and the other Departments is striking, and would seem to indicate 
that the Treasury did not regard the other Departments as instru- 
ments in the control of credit, but simply as powerful aids to debt 
policy. 

As will be seen from Table III, the replenishing of domestically-held 
liquid assets continued in 1935 and 1936. In these two years foreign 
balances rose by £141 m. and public liquid assets by £467m. The 
tender issue rose by £166 m., enabling the banks to replenish their 
depleted bill portfolios. Bank deposits rose by £277m., of which 
£90 m. was due to the banks reducing their cash ratios. It is clear 
that there was no attempt to adjust public liquid assets simply to 
the rise in foreign balances; they were created in abundance for 
domestic and foreign investors alike. It may at least be doubted 
whether this policy was consciously designed to prevent foreign balances 
from affecting domestic credit. The rise in bank deposits is perhaps 
best regarded as a result of the authorities’ concern to prevent rising 
advances from forcing sales of bonds by the banks.? Bank cash was 
expanded, the banks bought moderate quantities of bonds, and deposits 
tose with advances. Thus, by insulating the bond market from the 
banks, the authorities, albeit unknowingly, also insulated it from 
foreign balances. The large rise in the tender issue was due to heavy 
gold purchases by the Account, and the comparatively moderate 
funding of £90 m. of bills by the Treasury. The full effects of the 
debt operations were not seen until 1937.3 Bills held by the other 
Departments (excluding the £60 m. reduction in the fiduciary issue) 
fell by £40 m. and augmented the supply of bills to the market. 

The plenitude of liquid assets may account in some measure for 
the relative stability of bond prices in 1935 and 1936.4 Bond prices 
fell by four points in the first quarter of 1935 for reasons apparently 
unconnected with official policy. From March 1935 to the end of 
1936 they rose slightly on balance. Thus the bond rate of interest 


1 League of Nations, Commercial Banks, 1929-34, p. 123. 
2 Financial News, Banking, Insurance and Financial Review, March 30th, 1937, 


Ps These were the £200 m. funding loan of December 1935 and the £100 m. funding 

loan of November 1936, with about £170 m. in all for the retirement of tender bills. 

The writer estimates that the other Departments took up about £120 m. of the 

first loan, and £60m. of the second. Compare F. W. Paish: Economica, 1937, 
344 


4 Institutional support for the bond market was heavy in these two years. The 
banks bought £36m. of bonds, the insurance companies £20m. and the other 
Departments (the Savings Banks, the Unemployment Fund and the Health Fund) 
£140 m.—a total of nearly £200m. After 1933 these other Departments became 
by far and away the largest institutional investors in bonds. 
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remained stable in this period of nearly two years, when the level 
of economic activity was rising rapidly. 

This low and stable bond rate reduced the need to create liquid 
assets to maintain it, as it stimulated ‘“‘ the remarkable increase in 
the volume of repayments” (of long-term overseas capital) in these 
two years. Repayments amounted to £188m., or £76m. more 
than subscriptions to new overseas issues.1 Repayments of Dominion 
Government loans amounted to £119m., compared with £50 m. 
in the previous two years. They were effected by “ drawing heavily 
upon foreign exchange reserves ’* which would otherwise have been 
invested mainly in Treasury bills in London. But for this development 
the pressure on short-term rates and the liquidity position of the banks 
would probably have been as severe as in 1933 or 1937, when repay- 
ments. were so much smaller. This underlines the greater freedom 
given to the Treasury in its debt policy by repayments of long-term 
capital. It is just a little ironic that the Treasury should have been 
most clement in its funding policy when the rate of repayment was 
at its peak. 

The main conclusion that emerges is that there are no signs of a 
well defined policy of insulation, and it may be doubted whether there 
was a policy of insulation at all. The gold inflow was controlled 
in its effects on the credit base of the banking system, but national 
debt and credit policy seem to have been carried out with little or no 
reference to the investment demands arising from it. This is emphati- 
cally true of national debt policy. Liquid assets were not supplied to 
foreigners in the textbook manner through the mechanism of the 
Account. Instead, the Treasury financed over three-quarters of the 
gold inflow by sales of bonds to the public, and owners of foreign 
balances obtained Treasury bills, not from the authorities, but from 
the banks and other domestic holders. The effect must have been to 
keep the bond rate up and short-term rates down. While low rates 
on its short-term debt were an advantage to the Treasury, a technique 
designed to keep the bond rate up at a time when official monetary 
policy was one of “cheap money” was a somewhat curious affair. 
There can surely be few examples in financial history of a huge inflow 
of gold exercising deflationary pressure on domestic credit ! 

That insulation worked as well as it did in view of Treasury policy 
was due to three factors. First, the cautious expansion of the credit 
base by the Bank, which appears to have been designed to enable the 
banks to retain the large amounts of bonds which they purchased 
in 1932 and 1933. Second, the preparedness of the banks to create 
deposits by acquiring less liquid assets in the form of bonds and 
advances. And third, the large net repayments of long-term overseas 
capital which extinguished liquid assets held in London by foreigners 
and created a demand for bonds. Having regard to the uncertain 


1 R. M. Kindersley: Economic Journal, 1937, p. 661. 
2 Ibid., p. 646. 
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incidence of all three factors, and particularly the last two, it is not 
surprising that foreign balances at times affected domestic credit 
significantly. The most serious error of policy seems to have been the 
prolonged check imposed on the fall in the bond rate in 1933 and 
1934, when activity was recovering from the depression. In retrospect, 
it would seem that a splendid opportunity was lost of establishing 
Government credit on the coveted 24 per cent. basis. 


University College of North Staffordshire. 
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The Conception of Jevons’s Utility Theory 
By J. A. LA NAUZE 


In April 1859 Stanley Jevons sailed from Melbourne after five 
years in Australia which for him had been intensely active, physically 
and mentally. He reached England in September, and in mid-October 
began work at University College, London, for the B.A. degree. He 
was then just twenty-four years of age. 

In Australia Jevons’s interests had begun to turn from purely scientific 
fields-such as geology and meteorology to social and economic questions. 
He had published something, and written more, on issues of public 
policy and social conditions in New South Wales;' and he had begun 
to think about problems of economic theory. He had read Smith, 
J. S. Mill, McCulloch and probably other “ standard ”’ works of the 
time. Some parts of Lardner’s Railway Economy seem to have caused 
him to speculate upon the application of mathematical reasoning to 
economic theory, although as yet his speculations were imprecise. 

After this preparation by solitary reading and reflection he began at 
University College the formal study of political economy, and within 
less than a year was writing to his brother on Ist June, 1860, a letter 
which has been often quoted, announcing the discovery within “ the 
last few months’ of ‘“ what I have no doubt is the true Theory of 
Economy, so thorough-going and consistent, that I cannot now read 
other books on the subject without indignation ”’.? 

Utility theory has suffered many vicissitudes since the youthful 
Jevons, unconscious of predecessors, set out nearly a century ago to 
reconstruct political economy by its light. But whatever its status after 
three generations of discussions, its formulation in the versions of 
Jevons, Walras and Menger in the eighteen-sixties and eighteen-seventies 
remains as an event of prime importance in the history of economics. 
Indeed it marks the beginning of economics, as distinct from political 
economy. Utility theory made economics a “serious” subject, a 
technical subject. The theory of value might admit of much further 
explanation, and indeed (as resting on “utility’’) might even be 
explained away ; but the language and the method of thinking, by which 
this or any other problem of economic theory was discussed, were to 
be henceforth that kind of language, and that method of thinking, which 
are first recognisable in English in Jevons’s work. Keynes described 
Jevons’s Theory of Political Economy (1871) as “‘ the first modern book 
on economics ”’.* It is one of his judgments on the history of economics 


**La Nauze, Political Economy in Australia (Melbourne, 1949), Chapter II. 


* Letters and Journal of W. S. Jevons, ed. Harriet Jevons (London, 1886), p. 151. 
Journal of the Royal Statistical Society, XCIX (1936), p. 533. 
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with which most students would agree. The young man who after 
a term’s formal study of political economy decided that the subject 
needed reconstruction and that he was the man to do it possibly had 
predecessors and has certainly had successors ; in his case, however, 
both opinions were correct. 

It is now possible to date almost to the day the formulation of 
Jevons’s “ true theory of economy ”’, and the interesting fact appears 
that the idea of a new method came to him before he had arrived at 
the view that utility should be the starting point of value theory. 
Among the manuscripts in the possession of his son and daughter, 
Professor H. Stanley Jevons and Miss H. Winefrid Jevons, are two 
sections of a diary printed for entries to be made in 1858 which they 
have kindly allowed me to describe. The sections are those for the 
months of January and February. The last entry made in Sydney is 
that for February 4, recording that Jevons was hard at work on his 
meteorology and his new hobby, photography. Then follows a note: 
“ After this diary discontinued but again used in London for the year 
1860”. The first page has the words: ‘“‘ W. S. Jevons/Double Bay/near 
Sydney, N.S.W./Private/London/8 Porteus Road, Paddington, W./ 
1860”. 

The entries for 1860 follow those for 1858, the printed “58 ” being 
deleted and replaced by “ 60 ”’ in ink, with the days of the week altered, 
when an entry was made, to correspond to the appropriate dates in 
February 1860. The first entry for 1860 for “about” February 8 
records the receipt of Jevons’s first letter from Sydney, from Miller 
his former colleague in the Sydney Mint. On the opposite page, 
which was originally blank without printed dates, occurs this entry: 

** 3rd to Sth including Saturday and Sunday—was almost entirely 
engaged in commencing a work on Pol. Econ. to be established on 
a demonstrative basis, in the form of connected and distinct pro- 
positions. Value to be established on the basis of labour and the 
problems of rent wages interest etc., to be solved as mathematical 
functions. Am very sanguine of its success.” 
Value, it will be noticed, was to be established on the basis of labour. 
For the next fortnight there are a few brief entries (among others 
referring to meetings of the Volunteers, a service in Westminster 
Abbey, etc.) on work at political economy and mathematics. Then on 
February 19: 
** At home all day and working chiefly at Economy, arriving as 
I suppose at a true comprehension of Value regarding which I have 
lately very much blundered ”’. 

The last entry in this fragment of a diary is for February 25: 

** Drill in the morning for 13th time. 
Platoon exercises as in square. 
De Morgan. 
Latin, and Pol. Econ. rest of day.” 
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It seems then that young Jevons arrived on one identifiable day, 
February 19, 1860, at a comprehension of the “ true theory of econ- 
omy”. That he should conceive himself to have done so explains— 
for the same intuitive note runs through the Theory of 1871—both 
why the cautious Marshall was offended at his iconoclasm and why, 
in Keynes’s words, his work “has proved singularly attractive to all 
bright minds newly attacking the subject ”. 


University of Melbourne. 


1953] 


A Note on Monopoly and Economic Progress 
By G. C. ALLEN 


In his article on “Monopoly and Economic Progress” in the 
August number of Economica, Professor Jewkes called attention to 
the retarding influence that monopoly appears to exert upon technical 
progress and, in support of his thesis, he stressed the tendency to inertia 
frequently associated with “established authority”. Further, he 
provided some interesting examples of the historical fact that important 
innovations have often come from outside the great aggregates of 
industrial power ; many more examples of a similar character could 
be adduced. Yet, although Professor Jewkes left no doubt where 
his own sympathies lay, he put forward his conclusions somewhat 
tentatively and he urged the need for further empirical study before’ 
his case could be taken as proved. It is, indeed, clear that no more 
than tentative conclusions are possible at the present time, for there 
is a sharp conflict of expert opinion on this matter. In the course of 
his article, Professor Jewkes quoted from the writings of several dis- 
tinguished economists who, far from regarding monopoly as a hindrance 
to innovation, consider it an essential condition of technical progress 
in the modern age. It is well known that, under the influence of 
Professor Schumpeter’s work, the attitude of many economists towards 
monopoly has become much more favourable than it was only a short 
time ago. Among contemporary economists, Professor Galbraith 
has come forward as a notable protagonist of monopoly, and Professor 
Jewkes commented upon his views. 

What is perhaps the most curious feature of the debate is that it 
is from among economists in the United States that these favourable 
judgments of monopoly have mainly proceeded. English economists, 
accustomed to find in American law and public opinion the most 
uncompromising hostility to monopoly, have been astonished to 
discover this complacency among many of their American colleagues. 
Unless one is discourteous enough to find an origin in academic per- 
verseness, these views must be attributed to observation of the con- 
temporary American business scene and they cannot be lightly dis- 
missed. The outcome of the debate is of importance both for economic 
science and for economic policy, and the present writer has been 
provoked by Professor Jewkes’ article to venture into the field. 

In the first place, he suggests that the issue is even more highly 
complicated than it appears. It may well be that the conflict of opinion 
cannot be resolved on the plane of broad generalised statements at all. 
It is possible that no conclusion which is generally applicable can be 
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reached and that the consequences of monopoly for technical progress 
may differ greatly according to the type of society or the economic 
environment with which the enquirer is concerned. The irrelevance 
of the conventional static analysis to this problem is commonly acknow- 
ledged; but it is not clear from current writings that there is also a 
realisation of the danger of treating this issue in economic dynamics 
without close reference to the particular societies in which it is found. 

In a country in which a high proportion of the most able men follow 
a business career, in which incomes are rising fast and capital accu- 
mulation is proceeding rapidly, and in which consumption habits 
are fluid, the appearance of monopoly in certain sectors of the economy 
may give rise to few of the deleterious consequences that are normally 
associated with it. In such a society it is not merely easier for entirely 
new enterprise to find adequate scope, but there also even large estab- 
lished businesses are alert in seizing opportunities for “‘ muscling in ”’ 
on lines of trade which have hitherto been the concern of other firms. 
“The gale of creative destruction” that blows through the society 
leaves few chances for monopolistic stagnation. The great firm has 
not merely the means to be progressive, but in that environment it 
has the will to be so ; for without the will it cannot survive. This, 
admittedly, is the view of Schumpeter rather than of Galbraith, as 
Professor Jewkes points out ; for Galbraith, having argued that 
monopolistic organisations alone command the resources required 
for many types of industrial innovation to-day, looks to the creation 
of “‘ countervailing power’ in the competitive sector to offset the 
danger to the public interest of the established monopolists. The two 
economists certainly derive their complacency towards monopoly 
from very different lines of argument. Yet they may not be so funda- 
mentally inconsistent as at first appears. Implicit in Schumpeter’s 
view of economic development is the assumption that innovation 
normally proceeds from new combinations of capital and new firms, 
whereas Galbraith appears to assume that most innovations arise, 
after a certain stage of economic development has been reached, 
within existing firms which change their scope and type of activity 
under the impulse of progressive forces internal to themselves, or under 
the impact of the activities of other great firms, or of combinations 
that exert “‘ countervailing power”. In practice, innovations seem 
to come from both directions in modern industrial societies, and what 
is common to both economists is their implicit reference to a society 
that is avid for change, devoted to the prosecution of applied science, 
and fickle in habits of consumption. 

The appearance of monopoly in any sector of industry may have 
very different consequences for a poorer and less fluid society where 
the flow of new savings is small, and where the rapid enlargement of 
incomes, though desired, is subordinated as an end of policy to the 
preservation of status. There monopoly once established in any sector 
of industry may be difficult to disturb, either by the incursion of new 
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firms or by the encroachment of one great firm on the province of 
others. In such a society, within which the disposition of established 
authority towards inertia finds a congenial environment, monopoly 
may well constitute a powerful means of reinforcing an already existing 
tendency towards stagnation, and it may succeed in repressing inno- 
vators who, in its absence, would be able to launch new ventures. 
European economists may thus have valid reasons for being more 
sceptical of the virtues of monopoly than their American colleagues. 
The contention that conclusions about the relation of monopoly 
to technical progress have only a local validity may be supported 
by a further illustration. In an “ underdeveloped ’”’ country that is 
intent upon industrialising itself quickly but is dependent upon the 
outside world for advanced technical knowledge, a high concentration 
of economic power may be required to stimulate a rapid process of 
capital formation and to mobilise effectively the scarce technical know- 
ledge and entrepreneurial skill. The modern economic history of 
Japan furnishes a good example of rapid industrial development which 
took place in circumstances of the extreme concentration of resources 
and initiative in the hands of great concerns. It is significant that 
these aggregations of power, which were broken up by the Americans 
during the period of the Occupation, are now being reconstituted as a 
matter of deliberate policy. It would be rash to conclude that, in the 
circumstances in which Japan now finds herself and in the light of her 
previous industrial experience, this policy is mistaken if the rapid 
reconstruction of the country’s industrial capacity is to be promoted. 
In bringing about the establishment of joint ventures between Japanese 
and foreigners in industries that depend upon advanced technique 
and large capital investment, the great concern is likely to have a very 
important part to play, as past experience shows, and it is doubtful 
whether a structure composed of numerous small firms would attract 
the cooperation of foreign enterprise and capital to the same extent. 
These considerations suggest that while, as Professor Jewkes main- 
tains, monopoly is to be judged chiefly for its effect on technical progress, 
that effect is likely to vary widely with the type of economic society 
and the kind of economic purpose within which the monopolistic organi- 
sations are operating. If this is so, it is useless to abstract from those 
conditions and purposes when one is treating this problem. We must 
be content with conclusions that have a local and temporary relevance. 


University College, London. 
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Book Reviews 


The Balance of Payments. By JAMES EDWARD MEADE. (Theory of International 
Economic Policy, Vol. I. Issued under the auspices of the Royal 
Institute of International Affairs.) Oxford University Press. 1951. 
xvi + 432 pp. 30s. 


The Balance of Payments. Mathematical Supplement. 1951. v +156 pp. 16s. 


This is an impressive and ambitious work, imaginatively conceived and 
rigorously written. In keeping with Meade’s long interest in the aid which 
economic theory can give to those forming economic policy, the book has 
as its goal not the pushing back of the frontiers of theory but rather that 
of setting out the existing techniques of economic analysis—he restricts 
himself, by and large, to the methods of comparative statics—“‘ in a form 
in which they can subsequently be most usefully applied to the particular 
issues . . . which may present themselves in balance-of-payments problems ” 
(p. viii). No attempt is made in this volume to apply the analysis to actual 
problems. As the author says, “It is the work neither of a tool maker nor 
of a tool user, but of a tool setter” (p. vii). None the less the clarity with 
which he sets and describes the tools constitutes a major contribution to the 
reader’s understanding of the tools themselves. 

The present volume, the first of a projected series by Meade on the Theory 
of Economic Policy, deals with the problems of maintaining or restoring 
equilibrium in balances of payments while maintaining full employment 
within each nation—that is, both internal and external balance. Except for 
a few intriguing previews, he reserves for the yet-to-be published second 
volume his consideration of the problems of the international distribution 
of world income, the most efficient ways of using the world resources, and 
the effects of alternative policies on the total supply of economic resources. 

Had Meade not specifically so stated, his readers would have guessed 
that in preparing this work he first constructed mathematical models of 
many of the problems discussed. For those, including this reviewer, who 
find it always difficult and often impossible to comprehend even the simpler 
mathematics used by many of the competent theorists these days, but who 
also feel under some sort of compulsion to make an attempt to follow the 
mathematical demonstrations when they are a part of the text, the publication 
of a mathematical supplement as a separate volume may be welcome. On 
the other hand, those reading only the literary version must accept many 
statements on faith and, more important, may not be aware of some of the 
important assumptions. Many of the arguments in the text are explained 
by ingeniously worked out arithmetical examples and these are of much 
help in following parts of the analysis. Most readers, however, would have 
appreciated the publisher’s printing these tables on fold sheets and so elimin- 
ated the bothersome necessity of frequently leafing back to study them. 

This is, then, essentially a book of analytical models. Meade starts with 
a “ neutral economy ”—one in which the world is made up of two countries 
each producing a single homogeneous good, and each pursuing constant 
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fiscal and monetary policies, constant money wage rates, constant rates of 
exchange, and a constant commercial policy, including moderate duties but 
excluding comprehensive exchange or direct import controls. He first traces 
through the effects of certain “‘ spontaneous ” changes, e.g., an increase in 
productivity in one country, on the balances of payments and the income 
levels in each of the countries under these assumptions. He then proceeds to 
allow successively for policy (as distinct from spontaneous) changes in fiscal 
and monetary policy, in money wage rates and exchange rates and, finally, 
for the use of various kinds of direct controls over international transactions. 
In the latter part of the book he introduces three types of goods : export, 
home-trade, and import-competing. Not until the final section is the model 
expanded to cover many (five) countries. 

As an example of this method of analysis, the book is a superb piece of 
work. The concepts are carefully defined, there are no logical gaps, and 
the structure is internally consistent. Meade’s models are notable in that 
they take account of both price and income effects. Moreover, the author 
not only understands the tools he is setting, he knows a great deal about 
the sort of problems for which the tools are needed. That is to say, Meade 
distinguishes himself among some’ of those who build models by being con- 
cerned with the important policy questions of our day. His major concerns 
are (1) how, at the same time, to achieve and preserve (or reconcile, since, 
as he discusses in considerable detail and with much insight, there are many 
situations in which there are sharp conflicts between policies for internal and 
for external balance both as within one nation and as between nations) 
equilibrium in the balance of payments among nations while maintaining full 
employment within each, and (2) under what conditions this happy state 
of affairs is most likely to be achieved by various forms of price adjustments 
and when by various types of direct controls. The author might have eased 
the reader’s task, difficult in any case, and increased the usefulness of his 
work by giving more indications of the relative importance of the many 
cases discussed and a more complete assessment of the probable validity of 
his various simplifying assumptions. 

This is, however, no book to which those responsible for formulating 
economic policy can turn for confident guidance. The analysis cannot easily 
be applied to actual policy problems. Even if the author had worked through 
all the possible constellations of problems which are possible under his 
assumptions, it is most unlikely that any one of his cases would correspond 
with acceptable precision to any situation confronting the policymaker. 
Complex as many of the models are, they are (necessarily if they are to be 
manipulable) much more simple than the situations which confront the 
policymaker. In the models the variables are fewer, the relationships 
between phenomena more precise and less interrelated, the adjustments 
less sticky, and the information as to existing conditions more accurate and 
complete than they are ever likely to be in fact. It is easy to imagine the 
errors in policy—even the mischief—which might flow from any direct appli- 
cation to actual problems of models in which exports have been defined as 
net of import content and imports of export content, in which it frequently 
has been assumed that each country produces only one homogeneous product 
and in all cases only one homogeneous export good, in which it is assumed 
that the total value of domestic expenditures and gross foreign lending by a 
nation are not directly affected by the money price of its imports, and in 
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which no allowance is made for the effect of changes in the distribution of 
income on the total demand for goods and services. 

These considerations raise again the old question as to the assistance 
which the methods of this book can give to those formulating policy. Impressed 
as he was by Meade’s work, this reviewer still numbers himself among those 
who believe that economic theory can make its major contributions to policy 
—and these can be important indeed—by the bringing of all of its relevant 
tools to bear on particular and specific problems in all their complexity, rather 
than by attempts to set in advance the tools of theory for a series of classes 
of simplified possible situations. It must be said, however, that it would 
not be difficult to find examples where a failure to use the tools as set by 
Meade has resulted in what in retrospect must be regarded as ill-conceived 
policies. His models throw much light on many important and not apparent 
interrelationships and provide many useful inferences as to the likely conse- 
quences of given policies. These are important contributions and perhaps 
they are all that one has a right to expect. But it was the author, not the 
reader, who set a higher goal for this book. 

In addition to the theoretical portions, which comprise the bulk of the 
book, the author has included several excellent sections of analytically des- 
criptive material. Notable among these are those on the methods, purposes, 
and meaning of discrimination, the gold standard, and variable exchange rate 
standards. 

The author gives some forceful arguments to those who favour the use 
of direct controls over international transactions, and the discriminatory 
application of such controls, as a means of restoring equilibrium to the 
world’s balances of payments while maintaining full employment. But he 
makes clear that his personal preference, chiefly for economic welfare reasons 
to be developed in detail in Volume II, is for placing primary reliance on price 
adjustments of one form or another. He warns, however, that policies relying 
primarily on price adjustments, especially exchange rate alterations, are 
feasible only if several far-reaching conditions exist. Most importantly, 
the elasticity of demand in international trade must be high enough to enable 
price adjustments to operate effectively. On this crucial question of fact Meade 
joins the increasing number of those who are optimistic as to what careful 
study will show, provided that barriers to international trade are not too 
high, that deficit nations depreciate when they are in deficit and not otherwise 
and that surplus nations appreciate when they are in surplus and not otherwise, 
that deficit nations have sufficient foreign exchange reserves to tide them over 
while the long-run effects of price adjustments are making themselves felt, 
and that the major trading countries avoid, by domestic financial policies, 
large internal inflations and deflations. The author recognises that these 
conditions will not be easy to fulfil, but it is his belief that their attainment 
will be worth the effort. ¥ 

GARDNER PATTERSON. 


A Review of Economic Doctrines, 1870-1929. By T. W. Hurcuison. Oxford 
University Press. 1953. 456 pp. 30s. 


Mr. Hutchison divides his book into three main parts. Part I, entitled 
The Architects of Equilibrium Economics and their Main Critics, describes 
the work of the major economists in this and other countries who 
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did pioneer work for the most part in the general field of the theory of 
value. Part II, somewhat misleadingly entitled From ‘ Static’ to ‘ Dynamic’ 
Analysis, covers such diverse topics as welfare economics and the economics 
of socialism ; consumers’ firms and markets ; profit, uncertainty, and 
“expectation ’’; interest, money, and macro-economic analysis. Part III, 
The Economics of Instability and Disturbance, deals with crises and cycles 
before and after 1900, and has also a short section on economists and the 
problem of unemployment in Great Britain, 1885-1929. 

The volume of work done during the period covered by Mr. Hutchison 
is so enormous that the problems of selection and arrangement are inevitably 
most formidable, as is recognised by him in the preface of his book. Not 
all readers will agree that he has solved them in the most satisfactory manner 
possible, but in the nature of things there can be no solution that is not open 
to objections, and it would be both idle and ungracious to quarrel with the 
particular arrangement adopted by Mr. Hutchison. 

The greater part of the book is contained in Part I, which is really a series 
of essays on the work of outstanding economists who were writing between 
1870 and 1929. It is thus organised on quite different lines from the usual 
kind of history of the development of economic ideas. 

Mr. Hutchison’s treatment of these eminent economists is somewhat 
idiosyncratic. ‘Towards some he seems to feel strongly drawn, while others 
are unsympathetic to him. Wicksteed, for example, very evidently belongs 
to the first category and Marshall equally clearly to the second. The essay 
on Marshall, though the longest in the book, is full of rather niggling criticisms, 
and no one who was not already familiar with his work would be able to grasp 
from Mr. Hutchison’s pages what was the nature and magnitude of Marshall’s 
contribution to economics. Mr. Hutchison’s own approach may perhaps 
be gauged by the fact that he quotes with approval Cliffe Leslie’s suggestion 
apropos of the early Economics of Industry of 1879, that it. would have been 
improved by the deletion throughout of the words “in the long run”. 
Mr. Hutchison does not seem to have comprehended the réle and significance 
of the long period in Marshall’s system ; otherwise he could not have written 
that “‘ the central structure of Marshall’s analysis, around which the ‘ Prin- 
ciples ’ is built, relates to the Stationary State ’’—a truly astonishing statement 
when applied to Marshall of all people. The treatment of the notion of 
normal value and of Marshall’s use of the method of partial equilibrium 
seems also to bear witness to the fact that he has a blind spot where Marshall 
is concerned. 

Nevertheless, despite its shortcomings in certain respects, this book is a 
valuable addition to economic literature in this field. The studies in particular 
of such foreign economists as Walras, Pareto, Menger and Wicksell, to name 
only a few of those included here, are of very real interest. 

Mr. Hutchison has put an immense amount of labour into what he has 
written; much of the material is ably and skilfully handled, and he certainly 
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The British Economy, 1945-50. Edited by G. D. N. Worswick and P, H. 
Apy. Oxford University Press. 1952. viii + 621 pp. 35s. 

It is possible to make judgment on the merits of this symposium by nineteen 

Oxford economists on two very different levels; on the one level it succeeds 
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and on the other it fails. It can be regarded as a loosely integrated series 
of articles written by specialists, each suitable for undergraduate reading 
at some stage or other, and together covering most of the main aspects of 
British economic policy in the immediate post-war years. On this level 
it succeeds. Unfortunately, on the higher level, where the need is all the 
greater, it fails. There is a crying need for a survey of the political economy 
of Britain under the post-war Labour regime, which will provide a sympa- 
thetic and penetrating criticism of the policies of those years. The survey 
should be sympathetic in its approach to what those Governments were 
trying to do, but critical of any inconsistencies within the policies or between 
the policies and reality. It should consider as objectively as possible how 
far our difficulties were the result of external forces, and how far they were 
internally generated. But there is no need to carry on with a list of the 
requirements of such a survey, for it is only too clear that it does not exist. 
For a few minutes after seeing this book and looking through it, the present 
reviewer thought the need had been filled: only to find himself rapidly 
disillusioned. 

The failure of this book, judged by this high standard, is probably involved 
in its nature. Inevitably, the participation of so many different authors 
must cause a certain fragmentation of the whole; it is fairer to judge it as 
a mosaic of fragments, some glittering more than others, some with greater 
depth of tone. On this level, some criticism of a rather fundamental charac- 
ter is still justified. The pattern of the mosaic, in relegating most of the 
relatively small amount of space devoted to the international problem to the 
final section of the book, throws the whole balance of its arrangement sadly 
awry. Firmer editing might have avoided certain apparent discrepancies 
between statistics relating to similar data in different authors’ chapters. 
One perhaps might also have wished for a rather closely analysed account 
of how far the changes between 1945 and 1950 had helped Britain with the 
adjustments she needed to make; such an analysis would have provided 
a useful closing chapter. 

The individual contributions are so many that it is only possible to indicate 
a few that seem particularly to stand out. Dudley Seers’ chapter on National 
Income, Production and Consumption is quite admirable, and should be 
read by all first-year students. Chester provides an extremely useful survey 
of the Machinery of Government and Planning. Balogh’s general survey 
of the International Aspect is stimulating and should not irritate the most 
liberal of economists excessively. But to continue might be taken to imply 
that the work of those authors still not mentioned is inadequate, and that 
would be a completely false interpretation. All the articles surpass a very 
adequate level of competency. Any of them can safely be recommended to 
a student wanting an introductory survey of the particular matter under 
consideration. In addition, both the student and the professional economist 
will be helped by the detailed bibliographies of each topic, although there 
are curious omissions which one hopes are due to inadvertency. 

Here, then, is a book from which undergraduates can safely be allowed 
to garner a good harvest of information. For putting this information 
into a convenient form, many of them will be very thankful to the Oxford 
team. And in the complete absence of a better contribution either from 
Cambridge or London, we of the younger universities are compelled to 
proffer our gracious thanks for what we have received. ene 
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The Control of Public Expenditure. By Bast. Cuuss. Oxford at the Claren- 
don Press. 1952. vii + 291 pp. 25s. 


Following Mrs. Hicks, we may distinguish three degrees of control of 
public expenditure. The first is accountability control, which requires 
machinery to ensure that public funds are spent in authorised ways. Secondly, 
there is efficiency control, the aim of which is to ensure that no more is spent 
on particular forms of expenditure than are required for the purposes in view. 
The third degree is what might be called economic control, the aim of which 
is that aggregate spending by the government is consistent with the desired 
distribution of resources between public and private uses. Dr. Chubb’s 
book is concerned with the first two degrees of control and even then with the 
activities of the legislature only; it is thus much narrower in scope than the 
title suggests. Nevertheless, it is an important and timely book, and this 
for two reasons. When a large part of the national product is utilised by the 
government it falls outside the scrutiny of the market mechanism and, given 
full employment of resources as at present, the first two degrees of control 
assume a greater importance than in other circumstances. Furthermore, 
a history of the control of public expenditure in Britain not only fills an 
important gap in cur knowledge, it also affords instructive examples in the 
art of public finance which should be considered carefully by administrators 
concerned with the Technical Assistance programmes of the United Nations 
for whom the problem of standards of accountability is of the utmost 
importance. 

The history of accountability control in Great Britain so far as Parliament 
is concerned, is the history of the Public Accounts Committee. After the 
establishment of adequate accounting arrangements largely at the insistence 
of the Baring Committee, the next step was for the legislature to be satisfied 
that these accounts recorded the past intentions of the sovereign body. The 
history of this Committee from the Gladstonian era to the present day is one 
of successful evolution and Dr. Chubb provides us with a remarkably well 
documented survey of its activities. He leaves us with two questions to 
consider. One is the extent to which the change in the nature and scope of 
government expenditure requires new procedures and also greater frequency 
of meetings of the Committee. The other is the relation of the Committee 
to the nationalised industries. The reader will be able to follow up Dr. 
Chubb’s interesting chapter on the history of control from 1939 to 1950 and 
obtain further insight into the first problem by examining the new Epitome 
of the Reports from the Committee of Public Accounts (H.C.155, 7th April, 
1952). The investigations of the Committee range from considerations of 
the abuse of the privilege of duty-free supplies of rum to the Royal Navy to 
the less traditional problem of the intentions of the Civil Aviation Act 
regarding the timing of subsidies to Airways Corporations. Dr. Chubb 
appreciates the difficulties in applying the methods and criteria of the P.A.C. 
to the control of public corporations. He does so in an all too brief passage 
but it is telling enough for the reviewer to urge Dr. Chubb to let us have his 
views on the recent Report of the Select Committee on Nationalised Industries. 

Accountability deals with the scrutiny of events in the past. Efficiency 
is concerned with the present and future. Some criteria of efficiency have to 
be evolved, and some body must apply them. This scrutiny has been the 
function of the Estimates Committees and during wartime of the National 
Expenditure Committees. In this respect the Estimates Committees have 
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not been altogether popular. We have come to accept the convention that 
estimates of expenditure are the concern of the government in power and, 
given majority rule, the government must decide on the criteria. In this 
respect, the concern of the Estimates Committee over waste and inefficiency, 
while genuine and warranted by wartime events, has been based on a rather 
narrow conception of efficiency. Perhaps Dr. Chubb does not sufficiently 
appreciate the impact of modern macro-economics on public finance as a 
factor influencing the form and level of expenditure. It is not surprising that 
the Committee has come into conflict with successive governments and that 
Mr. Morrison has had some harsh things to say of the proposals for a National 
Expenditure Committee. Moreover, in so far as the application of criteria 
is concerned, the Estimates Committees have been frowned on by the Treasury 
which considers that any cross-check of estimates is a reflection on its 
efficiency. Nevertheless the raison d’étre of Estimates Committees is 
sufficiently clear from Dr. Chubb’s history of their operations. 

In many spheres of government activity it would be wrong to encourage 
the view that there is an executive monopoly of expertise in regard to the 
assessment of efficiency to which politicians must give way. ‘‘ The specialists 
in non-specialism ”, as Professor Brogan has called them, require to weigh 
the evidence for themselves, and an Estimates Committee can do a great deal 
of useful preliminary work which may help to confine discussion to the 
important issues. 

I hope I have given sufficient indication of the scope of the work to make it 
clear that this is a work which is just as important for the economist as it is 
obviously so for the political scientist. There is remarkably little serious 
writing on the institutional aspects of British public finance, yet it is sorely 
needed if we are to be able to make correct assumptions about the place of 
government activity in the national economy. Dr. Chubb’s book deserves 
to be a standard work on one of the important practical aspects of fiscal 
policy. 

ALAN T. PEACOCK. 


Contracts and Finance. (History of the Second World War: United Kingdom 
Civil Series.) By WiLLi4M ASHWORTH. H.M. Stationery Office and 
Longmans. 1953. x + 309 pp. 22s. 6d. 


Mr. Ashworth’s contribution to this “ civil’ series of officially sponsored 
histories of World War II is not concerned with war finance writ large, but 
with the financial principles and practices of the ‘‘ supply ’’ departments for 
the Services. But although the wider fields of financial policy lie beyond 
this territory, it is for its account of principles as distinct from practices 
that this book mainly deserves commendation. On these issues—which 
include the principles of financial control of supply projects and expenditure, 
of price fixing of raw materials, of capital assistance, and of price determina- 
tion and profit control in Government contracts, sub-contracts and some 
less direct relationships—Mr. Ashworth’s work shows much industry, a 
sober objectivity, and a good deal of insight. That is to say, he has faith- 
fully set forth most of the issues of policy, touching the spheres of “ supply ” 
finance and contracts, that tormented the upper reaches of the responsible 
departmental officials and figured in discussions with the Treasury, in the 
proceedings of the Public Accounts Committee, the Contracts Co-ordinating 
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Committee and the Select Committees on National Expenditure. Anyone 
with wartime experience in these realms will recognise this as an authentic 
account, and reasonably in perspective (though less so in the sphere of raw 
materials finance). The authenticity reflects the fact that all these issues were 
voluminously documented, and Mr. Ashworth has used this material care- 
fully. But if his account of the whole work of the departments is not equally 
in focus, the fault may not be his. Since civil servants rely heavily on the 
written record—especially so when looking to the past—and since the 
personnel of departments shifts around fast, it must be presumed that those 
who aided Mr. Ashworth put before him the documents but could not, or 
did not, give him the vital material that was never, or scarcely, on the record 
at all. Not many officials, perhaps, were equally familiar with principles 
and practice, even at the time, and knew how far the two could diverge. 
Knowledge of the practice at its most vital points—the actual points of contact, 
for example, between contract branches and the individual contractors— 
resided in the army of contract officers at the periphery who generally knew 
little or nothing of the principles so earnestly, so long, and often so belatedly 
debated at and near the centre. If the principles triumphed in the end (and 
sometimes they were mere rationalisations of ad hoc practice) they did so 
only after many months—even years—of ragged and less satisfactory practice 
at the periphery. Mr. Ashworth perhaps suspects the divergence, for he 
remarks that his method of approach—to explain the problems first, and 
then show how they were faced at the level of policy making—may convey 
an “‘ impression of greater ease and smoothness of adjustment than actually 
existed’. But this warning would need to appear in heavy type at the 
head of many chapters if it were to save the reader from this false impression. 
One other questionable perspective should be noted. Mr. Ashworth pays 
well merited tribute to the important work of “ finance ’’ and of the Treasury 
in the rdle of co-ordinator; but in tracing fairly the way in which the tradi- 
tional system of financial control was relaxed or modified, he seems to share 
the view then common among civil servants that financial tests of efficiency 
had little relevance, and also misses the contribution made by individual 
finance officers who, battling against the trend, yet succeeded in using these 
tests to stop hare-brained projects or turn bad ones into good ones. In 
the sphere of salvage, to take one especially clear example, there were many 
who supposed that any plan that would reclaim a given scarce material 
demanded no further justification—even though the other resources absorbed 
(which “‘ finance’? might measure in £ s. d.) would have been utterly dispro- 
portionate. Mr. Ashworth, in short, has done a valuable job; but it is not the 
whole job. 
WILFRED KING. 


Capital and Employment. By R. G. Hawtrey. Second Edition. Longmans. 
1952. viii + 337 pp. 40s. 


Capital theory is not an easy field and the relations between money and 
real capital are particularly difficult to establish. It may be that Hawtrey’s 
basic contribution to these studies—viz., his distinction between capital 
‘“‘ widening” and “‘ deepening ”—is less satisfying than he had hoped, for 
all its apparent simplicity. Nevertheless, he does deserve credit for his 
efforts to illumine one of the darker corners of our science. In this second 
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edition, there are certain changes in his analysis, but mainly by way of 
amplification, and, on the whole, he has failed to remove earlier doubts. More- 
over, the chief defect of the 1937 edition remains. There is still no adequate 
discussion of the relations between money flows and the real (i.e., non- 
monetary) changes induced by them. Hawtrey has remained wedded to his 
dogma that the “ trade cycle is a monetary phenomenon”. So it is—in an 
important sense—but not to the extent that he would have us believe. This 
second failure to attempt a synthesis is for the reviewer a considerable 
disappointment. 

The chief changes offered in this new edition relate to Hawtrey’s critical 
review of Keynes’ General Theory. This has been largely rewritten. In 
part, it has been a matter of re-arrangement, a re-marshalling of arguments. 
But, in addition, though without altering the main lines of criticism, Hawtrey 
has attempted to strengthen particular arguments. For example, he has 
a lot more to say about the “ speculative motive”. The present version 
probably represents his final stocktaking of his reactions to the General 
Theory. 

The first edition chapter on “‘ Social Credit’ has been dropped. It is no 
longer the burning question that it once was. In discussing Harrod’s work 
on the trade cycle, Hawtrey takes this opportunity to add his comments on 
Towards a Dynamic Economics. In this work, it appears that Harrod has 
partially redeemed himself, since he now “concedes more recognition to 
credit policy as an instrument for regulating fluctuations in activity”. But 
only passing reference was made to Hicks’ Contribution to the Theory of the 
Trade Cycle, where the “fallacy lies in the undue emphasis laid on the 
‘induced investment’”’’. The second edition concludes with a useful new 
chapter, “‘ Measures for Full Employment”, in which the author examines 
the experts’ report of December, 1949, to the United Nations. 


J. S. G. WILSON. 


Essays in Economic Analysis. By ABBA P. LERNER. Macmillan, 1953. 
viii + 394 pp. 28s. 


When an author brings together articles written over a period stretching 
back to his early years, it is difficult for him to avoid presenting the reader 
with some pieces which are either out of date or of interest merely as examples 
of youthful experimenting. Professor Lerner had no need to worry on this 
score. A paper on “ Factor Prices and International Trade ” which he read 
to a seminar at the London School of Economics in 1933 was a masterpiece 
of close argument leading to conclusions similar to those independently 
reached by Professor Samuelson fifteen years later. Indeed the first half of 
the volume under review is a powerful reminder of the lively ferment of 
ideas at the School of Economics in the early thirties and the impressive 
contribution made by Lerner to the technique of analysis in those years. 

The essays fall under two broad headings, Ideal Output and Foreign Trade 
on the one hand and Employment and Interest on the other. Typical of the 
first category are “‘ The Concept of Monopoly and the Measurement of 
Monopoly Power”, “‘ Statics and Dynamics in Socialist Economics ”’, 
“The Symmetry between Import and Export Taxes”, and the papers on 
diagrammatical representation of cost and demand conditions in international 
trade, elasticity of demand, and elasticity of substitution. Here we see at its 
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best the author’s gift of precise exposition and his flair for hitting on that 
optimum degree of mathematical austerity called for by the problem in 
hand. As to the “ Notes on Duopoly and Spatial Competition ”’, written 
jointly with Dr. H. W. Singer, most readers will re-echo the authors’ own 
comment on it—‘. . . this article was much more fun to write than it can 
possibly be to read ”’. 

Judging by the dates of the essays reproduced in this book, a marked change 
came over Professor Lerner’s intellectual interests in 1936, the year in which 
he, like many others, saw a great light. No disciple of the “‘ new economics ” 
has been more skilful in enunciating its principles or more ardent in spreading 
the gospel. Of the nine essays on employment theory reproduced in this 
collection, the first in point of time was “‘ Capital, Investment and Interest ”’, 
read before the Manchester Statistical Society in April 1937; and this was 
followed by “ Alternative Formulations of the Theory of Interest ” in June 
1938. It is interesting that the most recent article, ‘‘ The Essential Properties 
of Interest and Money ” (May 1952), is not new, since its main ideas had 
existed in the form of pencilled notes in the author’s copy of The General 
Theory since about 1936. Thus, with one exception (the paper on “ The Infla- 
tionary Process ”’ (1949)), all these essays were written between 1936 and 1944. 

Professor Lerner’s ability to handle a subtle chain of reasoning without 
sacrificing lucidity is well illustrated in his work on employment and interest. 
These articles are indispensable reading for all who are interested in Keynesian 
theory. But the author is not without his blind spots. His assessment of 
the Stockholm School in ‘‘Some Swedish Stepping Stones in Economic 
Theory ” (1940) may be taken as a case in point. After examining the 
theoretical works of Lindahl and Myrdal through Keynesian spectacles, he 
concludes that “*. . . the more I read them now the more am I convinced that 
they have been ‘ caught up with and overtaken’ by Mr. Keynes. Perhaps 
I have become a hopeless “‘ Keynesian’ ” (p. 241). And if you are a “‘ hope- 
less Keynesian”? you have no use at all for period analysis. Referring to 
Lindahl’s technique, Professor Lerner says: “. . . a scheme like this is even 
more abstract than the equilibrium approach, since it is impossible to give it 
concrete content by discovering the changing data of the world moment 
by moment and to know exactly how anybody’s disappointments lead 
him to revise his plans ” (pp. 237-8). He then becomes dogmatic: treating 
the economic process as a series of equilibrium positions “‘. . . is the only 
way so far discovered of conducting real dynamic analysis ” (p. 238). Here 
the author is on weak ground. In his own formulation he is compelled to 
explain divergences from the equilibrium or stable level of income on the 
ground that people are not fully aware of what their income really is; far 
from being a substitute for period analysis this kind of approach can be 
made workable only by using a technique similar to that of the Swedes. 
Moreover, the argument that it is much more difficult to give empirical content 
to period analysis than to the equilibrium analysis is unconvincing: the 
statistics we have are for periods and not rates at a point of time. But 
the real answer to Professor Lerner is that the most path-breaking contribu- 
tion to the theory of inflation which has recently appeared—that of Bent 
Hansen—is in the mainstream of the Stockholm tradition and owes little to 
Keynes. When one looks at Professor Lerner’s essay on “‘ The Inflationary 
Process—Some Theoretical Aspects ”’ (1949), one is apt to wonder whether 
he has not been “ caught up with and overtaken ’’, 
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It is a pity that one or two of these admirable essays should be marred 
here and there by a dogmatism which is manifestly unjustified. Surely the 
progress of dynamic analysis requires the use of several complementary 
techniques. One would hate to think of Professor Lerner becoming an old- 
fashioned Keynesian unwilling to move with the times. 

BRINLEY THOMAS. 


Introduction to Malthus. Edited by D. V. Giass. Watts & Co. 1953. 
x + 205 pp. 10s. 6d. 


The Malthusian Population Theory. By G. F. MCCLEARY. Faber. 1953. 


191 pp. 15s. 
““No economist of the first rank has been so utterly misrepresented as 
Malthus. . . . No man has ever suffered so much from being answered by 


those who have never seen a line of his works.” Few will deny the truth of 
this judgment of J. Shield Nicholson’s, and one wonders whether the reason 
is to be found in Malthus himself or in what he wrote about. Population 
seems always to have been an exciting topic with a wide appeal; and the 
historian of ideas could give an entertaining account of the several sharp 
changes in intellectual fashion which have occurred over the last three 
centuries. More than most other subjects it has in it an explosive element 
which leads even reasonable men into passionate disagreement. Now that 
we are once more in a period when the Malthusian Devil is much in the news, 
it is most desirable that the facts about what Malthus really said—or really 
meant—should be reiterated in words that can be understood by the general 
reader. This is effectively done in the two books under review and they 
deserve to be widely read. 

The Introduction to Malthus, edited by Professor Glass, reprints A Summary 
View of the Principle of Population (1830) and A Letter to Samuel Whitbread, 
M.P., on his proposed Bill for the Amendment of the Poor Laws (1807), two 
short works which between them could be described as the Essential Malthus. 
We are also given a list of books, pamphlets and articles on the population 
question, published in Britain in the period 1793—1880, and three back- 
ground essays—‘ The Historical Context of the Essay on Population ” 
(H. L. Beales), ‘“‘ Malthus and the Limitation of Population Growth ” 
(Professor Glass), and “‘ Malthus in the Twentieth Century ” (Alan T. Pea- 
cock). 

The Summary View contains most of the article on ‘“‘ Population ’’ which 
Malthus contributed to the 1824 Supplement to the Encyclopedia Britannica 
and can be taken as a mature version of his views—later in actual printing 
than the sixth edition of the Essay. Even this statement, however, is not 
free of the ambiguities which have led to so much controversy. Readers who 
wish to get the theory straight will turn to Dr. McCleary’s book which 
expounds, with the aid of numerous quotations, the full substance of Malthus’s 
argument, particularly as developed in the second and later editions of the 
Essay. He has done well to reproduce the correspondence between Malthus 
and Senior in 1829. In his last letter, Senior is polite enough to say that 
‘“* our controversy has ended, as I believe few controversies ever terminated 
before, in mutual agreement ”’, and yet in his Political Economy in 1836 he 
~ is still insisting that “. . . there is a natural tendency in subsistence to increase 
in a greater ratio than population”. It is clear that Senior attached far more 
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importance than Malthus to the power of man’s desire to better his condition. 
He tried to be a Malthusian but common sense would butt in all the time. 
““T conceive the progress of human society to resemble the children’s puzzle 
of a snail which, we are told, every day crawled up the wall four feet and fell 
back three. If we had always fallen back the whole four, we should still be 
ill-fed savages, earning a scanty subsistence by the chase.’ (Senior, in 
a letter to Malthus: McCleary, p. 121.) 

What Malthus said about the geometrical ratio has often been badly 
misinterpreted. He never said that population tends to increase in a 
geometrical ratio: his statement was that a population free from all checks 
would double itself every twenty-five years, and he added: “‘ In no state that 
we have yet known, has the power of population been left to exert itself with 
perfect freedom”. The checks are all resolvable into “‘ moral restraint, 
vice, and misery’; and Dr. McCleary neatly points out that to those who 
share Malthus’s view that contraception is a form of vice, this three-fold 
classification stands, whereas from the standpoint of those who disagree with 
this view, the three Malthusian checks should be supplemented by a fourth, 
contraception. 

Dr. McCleary includes in his interesting analysis a short account of the 
Malthusian doctrine in the hands of John Stuart Mill, but in one important 
point he seems to have fallen into error. Referring to the significance of 
copious emigration as a means of removing surplus people, Dr. McCleary 
says that Mill “. . . did not apparently realise that it had another, and 
probably a more important advantage—it moved the men and women to 
countries where they were wanted, and wanted badly” (p. 136). That 
John Stuart Mill fully realised this aspect of the matter is shown by the 
following quotation from his Principles: ‘‘To appreciate the benefits of 
colonisation, it should be considered in its relation, not to a single country, 
but to the collective economical interests of the human race. . . . The exporta- 
tion of labourers and capital from old to new countries, from a place where 
their productive power is less, to a place where it is greater, increases by so 
much the aggregate produce of the labour and capital of the world. It adds 
to the joint wealth of the old and the new country, what amounts in a short 
period to many times the mere cost of effecting the transport’. (6th edition, 
Longmans, 1908, Bk. V, ch. XI, p. 586.) 

While Dr. McCleary devotes himself mainly to the diagnosis, the com- 
mentaries in Jntroduction to Malthus are chiefly about prescriptions. Mr. 
Beales emphasises the baneful influence of Malthus’s views on the Poor Law 
and his inability to see emigration in its true perspective. Professor Glass 
presents interesting data showing that “. . . the picture of population control 
in Eire since 1841 fits in fairly closely with the Malthusian ideal ” (p. 38)— 
control by postponement or avoidance of marriage; he also describes the 
little known German experiment in practical Malthusianism. His conclusion 
is that ‘‘.. . Malthus’s precepts of conduct have lost their relevance as a means 
of preventing a conflict between population and resources”’ (p. 50). The 
much discussed question of population pressure in under-developed countries 
is taken up by Mr. Peacock who, with minor qualifications, accepts the Neo- 
Malthusian argument. It is a pity that in these background essays no 
attention was given to the attitude of the Marxian school to Malthus. 
Though the criticism from this quarter is, of course, completely distorted by 
ideological prejudice, it has played a part in influencing men’s minds out of 
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international reputations in the field of econometrics, statistics and economics. 
Its official journal, Economie Appliquée, has attracted many foreign writers, 
and has provided us with a wealth of articles by French authors some of 
which have been translated into English. Within France itself the Institute 
has played a major part in the discussion of economic policy, and particularly 
in the field of national accounting. 

The reputation of the Institute obviously owes much to its Director, 
Professor Perroux, whose own contribution to the discussion of national 
accounting techniques is well known to those who follow French economic 
literature. Les Comptes de la Nation contains a series of articles by Professor 
Perroux written during the years 1947 and 1948 in various French journals. 
Its main theme is the rationale of national accounting. Much of the dis- 
cussion of the concepts of national income and capital will be familiar to 
national income specialists but their relation to the more fundamental problem 
of the validity of economic measurement is not so frequently considered. 
In this respect Professor Perroux is most interesting in the passages where 
he relates his subject to fundamental concepts; for instance, his refutation 
of the recurrent view that national accounting techniques imply the accept- 
ance of a particular view of economic planning (pp. 59-67). In applying 
national income concepts to domestic problems, Professor Perroux makes 
some telling criticisms of the post-war plans for modernisation and re- 
equipment (see particularly pp. 181-87). 

Since Les Comptes de la Nation appeared various members of the Institute, 
including Professor Perroux himself, have discussed and developed social 
accounting techniques, and in doing so have expanded our knowledge of 
French economic statistics. Some of this work appearing in the series of 
Cahiers has already been reviewed briefly, and it is hoped that further reviews 
will be published in subsequent numbers of Economica. 


ALAN T. PEACOCK. 


Accounting for Inflation. By the Taxation and Research Committee of the 
Association of Certified and Corporate Accountants. Gee & Co. 
(Publishers) Ltd. 1952. 149pp. 15s. 


The violent price movements of the last four decades have produced a vast 
volume of discussion as to the appropriateness, in modern times, of the 
“historical cost’ basis of accounting, which so clearly subsumes a stable 
price level. High rates of tax have given this discussion exceptional urgency. 
Yet out of it has emerged no agreement among accountants as to the need 
to modify conventional methods of profit measurement, much less any agree- 
ment to adopt any one particular technique of modification. With the 
slackening of the inflationary tide, the taxation incentive to accounting 
reform will have passed, though of course the logical ground for it is as firm 
in deflation as in inflation. 

In Accounting for Inflation, the Taxation and Research Committee of the 
Association of Certified and Corporate Accountants powerfully though 
perhaps belatedly reinforces those who demand that accounting techniques 
should be adapted to circumstances in which stability in the value of money 
‘is the exception rather than the rule. Detailed work on the research study 
out of which the book grew was delegated to a sub-committee, onto which 
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four economists of the Economist Intelligence Unit were co-opted. Their 
salutary influence is apparent throughout. 

The authors disclaim any pretensions to having provided a fully worked 
out solution to all the problems involved. By confining themselves to a 
broad treatment of the whole field and a more detailed treatment of part 
of it, they have succeeded in producing a most readable study. They begin 
by examining the effect of existing techniques of profit measurement on the 
problem of financing asset replacement and on the interpretative value of 
accounts. Evidence as to the erosion of real capital caused by the taxation 
and distribution of inflationary pseudo-profits since 1938 is examined and, 
after a brief but fair discussion of the “‘ orthodox ” view of profit measure- 
ment, the authors analyse the alternative “‘ replacement cost ’’ approach, 
of which three variants are distinguished. 

On the first of these three views it is necessary to provide out of income 
for the expected future cost of replacing assets. The authors reject this 
approach on the ground of excessive difficulty in forecasting future costs. 
The second approach, which aims at maintaining the purchasing power of 
the original money capital and which, in its fully developed form, emerges 
as “‘ stabilised accounting ’’, is also rejected, though it must be said that 
the reasons given for its rejection are far from convincing. The third or 
“* current cost ’’ approach, which the authors adopt and develop, asserts that 
“current income in a given period can only be properly determined if costs 
including depreciation are brought into the computation on a current basis ”’. 
This idea is then expanded in two chapters devoted respectively to the treat- 
ment of fixed and current assets. 

In a final chapter, possible criticisms of the authors’ ‘‘ replacement cost ”’ 
technique are considered and answered, and its limitations are recognised. 
The criticism most likely to be levelled against it is that it is incomplete— 
it does not, for instance, take account of the diminishing burden of fixed 
liabilities during an inflation. The authors face this frankly but regard it as 
irrelevant to their proposals, which do “‘ not attempt to maintain original 
purchasing power but simply to define correctly operating profit by separating 
out capital losses and gains. Original purchasing power may not, in fact, 
be maintained.” 

Not the least valuable part of the study is the appendix, occupying almost 
one-third of the book, in which the recent experience of Germany, Belgium, 
France, Italy, U.S.A. and Canada, Sweden and Denmark is considered, 
especially in relation to the tax treatment of inflationary profits. A great 
deal of useful material is crowded into these pages. The book concludes 
with a good bibliography. 

DAviID SOLOMONS. 


Taxation and Incentive. By LADY Ruys-WILLIAMS. William Hodge & Co, 
Ltd. 1953. 188pp. 15s. 


Lady Rhys-Williams has for some years championed proposals for a 
radical reform of the income tax system. This book seeks “to provide a 
more complete background to these proposals ”’. 

The original Rhys-Williams scheme was much more than a mere proposal 
to overcome the disincentive effects of high taxes. It represented an inge- 
nious attempt to combine the introduction of a proportional income tax with 
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the abolition of the existing system of tax allowances and the amalgamation 
of the National Insurance and Assistance benefits into a ‘‘ Giant Insurance ”’ 
scheme. 

This book presents several revised versions of the scheme. Lady Rhys- 
Williams favours a variant (Scheme D, pp. 159-162) which would levy flat- 
rate taxes of 4s. 7d. and 6s. on all earned and unearned income respectively, 
and a supplementary tax of 3s. on all income over £600. Surtax would be 
unaltered. The workers’ National Insurance contribution would cease, 
but employers would pay £50m. more. With conditions as they were in 
1951 this would have provided cash allowances for all adults of 9s. per week, 
whilst first children would have received 7s. 6d., and other children 9s. Other 
pensions and benefits would have been unaltered. 

Unfortunately, the essential simplicity of the original scheme, which was 
its great attraction, would now vanish. Some income tax allowances would 
remain, the tax rate would rise for incomes over £600 and there would still 
be much work for the National Insurance and Assistance staffs. Also, the 
problem of how to organise the payment of a weekly cash allowance to 
everyone would remain. 

The Rhys-Williams proposals clearly merit careful study. Yet barely 
a third of this book is devoted to explaining them. It is mainly concerned 
with an interesting, but discursive, survey of problems of taxation and the 
welfare state. This part of the book seems unnecessarily anti-Keynesian 
in tone. 

By contrast, the discussion of the schemes themselves is scrappy. More 
could have been done to make the implications of the scheme easily intelli- 
gible to the layman. As it is, the reader is forced to interpret numerous tables 
for himself, and this raises some puzzling problems. For example, one 
cannot help wondering on what basis those who would gain from the intro- 
duction of the scheme have been chosen. Is there any significance in the 
fact that only those earning over £5,000 a year would benefit under every 
version of the scheme ? Again, why would those earning between £1,000 
and £2,000 so frequently lose ? These points may not be crucial, but surely 
they need explanation. 

The Rhys-Williams proposals have much to commend them; it is unfor- 
tunate that in this book Lady Rhys-Williams herself seems to have done 
them less than justice. 

D. C. HAGug. 


The Economy of Ceylon. By Sir Ivor JENNINGS. Second edition. Oxford 
University Press, Madras. 1951. xiv + 194 pp. 10s. 6d. 


This is a survey of the economic problems of Ceylon. It is a story of an 
economy where “the fundamental problem...is the low standard of 
production ” (p. 175); where there are dangers in the failure of real output 
to rise in recent years; and where the population is growing rapidly. The 
majority of the rural population live on a subsistence level below which they 
can only too readily be forced by untoward events. Health and nutrition 
are poor, and the difficulties of providing education are enhanced by the large 
proportion of children in a rapidly growing population. 

The book is interspersed with comments, many of which are relevant to 
other areas. Sir Ivor Jennings deals ably with the common fallacies that 


1953] BOOK REVIEWS 379 
capital imports are “imperialist exploitation’ and that export industries 
sap a country’s wealth. He is in many ways an advocate of wider social 
services and in particular of improved education, but he recognises their 
limitations. ‘“‘ The essential problem of Ceylon is to raise the national 
income and keep it at a high level, and this can be done not by social services 
(though a judicious and conservative development of social services pari 
passu with economic development will itself assist national development) 
but by an improvement in agriculture and (possibly) the development of 
industry ” (p. 171). There is an interesting discussion on the way in which 
governmental organisation may impinge on economic development. The 
improvement of peasant agriculture was hampered by lack of co-ordination 
between the departments concerned. Sir Ivor emphasises—though he is 
not always unequivocal here—the role of the individual. ‘‘ The Government 
can help a little, but the ordinary individual can do far more by his own 
energy and imagination” (p. 187). 

It is a useful book. It is not, however, without its defects. It is not easy 
to get a clear picture of Ceylon’s resources of raw materials, fuel and power. 
There is virtually no discussion of transport. It is not clear what manu- 
facturing industries exist, nor wherein lies their inefficiency. 


A. D. Knox. 


Economic Stabilisation: Objections, Rules, and Mechanisms. By WALTER 
P. Ecte. Princeton University Press for the University of Cincinnati. 
Geoffrey Cumberlege. 1952. xii + 264 pp. 25s. 


The object of this study is to suggest ways of ‘‘ economic stabilisation 
within the framework of an essentially private system of enterprise ”’ (p. v). 
The method proposed is that of “ binding targets for compensatory pro- 
grammes ’”’. “In the judgment of this writer, the principal source of weakness 
in past stabilising efforts has been the absence of clearly formulated respon- 
sibilities and power on the part of the authorities entrusted with cycle 
control....The objectives must be clearly stated and—what is more 
important—the government must be charged with unequivocal responsibility 
to reach and defend them” (p. 97). The ultimate hope is that such 
confidence will be established by successful adherence to the “ binding 
norm ” that ‘‘ producers and consumers will behave so as to simplify greatly 
the task of the stabilising authorities. We may call this self-enforcement 
of binding procedure’’ (p. 98). The purpose is lofty; but the discussion 
does not still all doubts about the method. 

Professor Egle argues that the target should be to keep fluctuations within 
limits given by two indices: of prices for the upper limit, and of employment 
for the lower. He refrains from suggesting in quantitative terms either 
a norm or the tolerable limits for fluctuations about it. Indeed his careful 
discussion about the difficulties of selecting indices, normal levels and limits 
raises doubts as to how far agreement on them will be possible. It is all 
the more difficult to believe that his goal of self-enforcement will be reached. 
To achieve that it is essential to ensure firm expectations by all and sundry 
that the economy will stay near the agreed level. This postulates such wide 
agreement on the desired level and such great efficiency by the government 
in maintaining it that self-enforcement will be attained only when the cycle 
is completely mastered. It seems a far distant goal. 
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Professor Egle introduces his proposals with a lengthy criticism of sugges- 
tions for “ automatic ”’ stabilisers. He seems on the whole to regard this 
criticism as necessary to clear the way for his “‘ binding targets”. This 
is a little surprising, not only because these “‘ automatic ’’ measures too 
presuppose some norm, but also because they seem to agree so well with 
Professor Egle’s concern for individual freedom. Indeed, his criticism is 
in places over-zealous. He notes that “commodity reserve ’”’ schemes may 
de-stabilise the prices of some of the component commodities, but also 
accuses them of bringing such stability to the demand for the reserve com- 
modities as to cause maldistribution of resources. 

A. D. Knox. 


Studies in Roman Economic and Social History, in Honor of Allan Chester 
Johnson. Edited by P. R. CoLEMAN-NortTon. Princeton University 
Press, New Jersey. Geoffrey Cumberlege. 1951. xiii + 373 pp. 
32s. 6d. 


This well produced volume, a tribute to a distinguished American historian 
of the Roman world, consists of twenty-three articles by American, British 
and Continental scholars. It is not possible here to do more than mention 
a few of the more rewarding contributions. The best are perhaps those 
by C. Bradford Welles, on the population of Roman Dura; by Ronald Syme, 
whose real subject is the Romanisation of Numidia in the first two centuries; 
by T. R. S. Broughton, who demolishes what was left of the theory of vast 
temple-estates in early Asia Minor; by M. P. Charlesworth, who gives a 
survey (already a little out of date) of Roman trade with India; and by 
Harold Mattingly, who draws attention to the resistance in Gaul and Britain 
during the last quarter of the third century to the coinage reforms of Aurelian 
in 273-4, and shows what can be made of the evidence of coin-hoards. 
Numismatics, a field in which Classical historians have excelled (see Philip 
Grierson’s Historical Association pamphlet, Numismatics and History, 1951), 
is well to the fore in this volume; J. G. Milne, A. R. Bellinger, Michael 
Grant and L. C. West also make their contributions, and Andreas Alféldi, 
with the aid of some good plates, skilfully uses coin-evidence in support of 
an early dating of the conversion of Constantine. 

Glanville Downey gives the fullest treatment which has yet appeared of 
a local famine about which we are exceptionally well informed: that at 
Antioch in 362-3, during the reign of Julian. The whole story deserves 
the careful attention of Roman historians. The reader should not miss 
André Piganiol’s analysis of that entertaining curiosity, the calendar of 
thunder-omens which John Lydus included in his De Ostentis, attributing 
it to Nigidius Figulus, who may well have been its compiler, about the middle 
of the last century B.C., as Piganiol shows. 

G. E. M. be Ste. Crom. 


Financial History of the United States. By P. STUDENSKI and H. E. Kroos. 
McGraw-Hill Publishing Co. Ltd. 1952. x + 528pp. $6:50. 55s. 6d. 


This history of American fiscal and monetary policy should provide students 
with a useful (though very expensive) supplement to D. R. Dewey’s text of the 
same title, a text which has enjoyed virtually a monopoly of the field. Most 
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valuable in this new work, naturally, are those chapters which carry the story 
beyond 1934, the year of the last edition of Dewey. But the whole of Part ITI, 
which covers the period from the First World War to 1950 and which com- 
prises about 40 per cent. of the volume, is relatively so well presented that it 
seems a pity the authors did not see fit to issue it as a complete book at a 
reasonable price. To make room for the extensive discussion of recent 
periods as well as to include several chapters on State and local finance, the 
authors have been forced to compress their account of the first three hundred 
years so severely as to make it often incomprehensible except to specialists. 
Nor, given their attempt to cram the necessary details into so compact a 
space, have they been able to throw much new light on the old issues by a 
really systematic use of modern analysis. Apart from an occasional reference 
to the income effects of federal surpluses and deficits the discussion of the 
earlier periods is, for the most part, carried out in the traditional way and 
with the traditional terminology. In fact, on several issues, such as the 
interpretation of the colonial money shortage, the analysis is even more primi- 
tive than that of Dewey. The book is also marred by a most laboured and 
uninteresting style and by a number of unfortunate howlers. Surely not 
even the most unsympathetic critic of Turner’s frontier thesis would go so 
far as to announce, as do the authors in their ringing opening sentence to 
Part I, that ‘““ The American economy in 1620 was just emerging from the 
frontier stage ”’. 
M. MILLER. 


The Pattern of a Dependent Economy: A Study of the National Income of 
British Honduras. By N. S. Carey Jones. Cambridge University 
Press. 1953. xv +162 pp. 21s. 


The author, following the methods pioneered by Miss Phyllis Deane in 
The Measurement of Colonial National Incomes, presents an estimate of the 
national income of British Honduras in 1946. A detailed account is given 
of the sources of the estimates. An introductory and concluding paragraph 
outline the history and present condition of the economy. 

The accounts are presented in the standard form of a treble classification 
of the national income as income, output and expenditure. Not enough 
data are available to provide independent estimates of the different entries in 
the three separate classifications, so that overall checks of the aggregates are 
not available. The author refuses to guess what the accuracy of his estimates 
are, on the grounds that the guess would be subjective, and so leaves the 
guess to the less well informed reader. 

It is clear that the author has thoroughly explored the statistics of British 
Honduras. His appendix on the methods that might be adopted to enable 
annual national income estimates to be made is of some general interest in 
indicating the methods that would be required in any colony to enable such 
estimates to be made. The more general discussion of the British Honduras 
economy achieves its purpose of providing a setting for the national income 
estimates. British Honduras forms an interesting case of an undeveloped 
economy whose main export industry is in danger of failing through the 
exhaustion of natural resources. The author presents a vigorous diagnosis. 


J. D. SARGAN. 
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Einfithrung in Die Versicherungswirtschaft. By WERNER MAHR. Duncker & 
Humboldt, Berlin. 1951. 453 pp. 


In this study of German Insurance Dr. Mahr has compiled a vast amount 
of information and has endeavoured to cover within the compass of one 
volume every aspect of the subject. This aim to be comprehensive has made 
his task almost unmanageable with the result that the reader finds it extremely 
difficult to see the wood for the trees. This is unfortunate because the book 
contains much that is valuable and interesting. For example, he outlines the 
historical roots of group insurance, giving examples of early guild insurance 
against fire and death in the 10th and 11th centuries. And there is a good 
chapter on some of the difficult technical problems involved in the calculation 
of premiums and the provision of contingency reserves; of great value, also, 
is his description of the origins and present structure of German Social 
Insurance. : 

In his foreword Dr. Mahr makes the point that it is his aim to be objective 
and to avoid committing himself to judgments of value. In view of this 
disclaimer it may seem unreasonable to deplore the absence of conclusions 
but one feels bound to record that such an omission is particularly frustrating 
for the reader. One of the most interesting passages is where Dr. Mahr 
forgets his self-denying ordinance and makes some critical comments on the 
“ridiculous competitive struggle between insurers”. He concludes that 
“ the needs of the time will inevitably compel them to rationalise their affairs, 
for every delay in rationalising insurance hastens the danger of socialisation ”’. 
Apart from this the author does not permit himself much critical comment. 

A general complaint may be made that the writer fails to trace adequately 
the impact of insurance on the economy as a whole. In the case of life 
insurance little attention is given to the effect of the companies’ investment 
policy on the volume and distribution of funds for capital formation. Another 
neglected aspect is the use of social insurance funds for the maintenance of 
employment and activity. 

In sum it may be said that Dr. Mahr has performed a useful task in giving 
a detailed survey of every aspect of German Insurance but that he would 
have improved his book by more discussion of the impact of insurance on 
the German economy. 

G. CLAYTON. 


SHORTER NOTICES 


Commercial Bank Activities in Urban Mortgage Financing. By Car F. 
BEHRENS. National Bureau of Economic Research Inc., New York. 
1952. xix + 131 pp. $2:-50. 


Although severely circumscribed by legislation, lending by commercial 
banks on the security of urban real estate is a not unimportant activity in the 
United States. This study is principally devoted to direct mortgage lending 
by banks for their own account. The U.S. commercial banks play a prom- 
inent, possibly a dominant, rdle in the short-term financing of building 
operations. Although sometimes concerning themselves with permanent 
mortgage financing, this tends to be a specialised function beyond their 
scope, since their liabilities by the very nature of their business must remain 
predominantly short-term in character. Nevertheless, the banks also 
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participate indirectly in longer-term financing by lending to mortgage loan 
companies, which are intermediaries, holding inventories of mortgages until 
these can be passed on to institutions prepared to hold them as “‘ permanent ” 
investments. The present survey of bank investment experience in this field 
is based on the records of surviving institutions, which necessarily gives a 
somewhat favourable bias. Hence, the low fore-closure ratios reported. 
Most of the loans are fairly small. Interest rates are moderate. Reliability 
of the survey has been tested against the similar experience of insurance 
companies. 


The Economic Development of India. By VERA ANSTEY. Fourth Edition. 
Longmans. 1952. x+677pp. 40s. 


Dr. Anstey’s valuable survey of the Indian economy, first published in 
1929, is too well known to justify detailed review. Nevertheless, the industry 
incorporated in this work and the compactness of the result must evoke 
admiration. The purpose of this fourth edition is to take the story of India’s 
economic development to 1939 and there to leave it. To this end, appropriate 
alterations have been made in the first seventeen chapters, and the final 
chapter—now “‘ Economic Development, 1929-1939 ”—has been completely 
rewritten, with new tables and graphs, and a supplementary bibliography. 
This was a wise and courageous decision. It must have been most tempting 
to try to bring the book up to the minute, but this could only have been done 
by tangling the story. The year 1939 was a watershed in Indian evolution. 
Independence and partition came only in 1947, but it was the war which 
hastened these changes and wrought many others. A new era was about 
to open. Much better, as the author intends, to cover these subsequent 
developments in a separate volume. Meanwhile, we have been provided 
in the new edition of the present work with the standard general reference 
on pre-1939 India. 


Agricultural Finance in India. By D. K. RANGNEKAR. Co-operators’ Book 
Depot, Bombay. 1952. xi+ 241 pp. Rs. 15. 


The provision of agricultural finance in India is viewed as a social problem 
and assistance to the several supplying institutions in one form or another 
is considered imperative. The incidence of rural indebtedness is still such 
as to warrant further action calculated to lighten the burden, but the author 
in his anxiety to state a case seems to have overlooked recent evidence that 
control legislation is at least beginning to operate more effectively. The 
author would place much of the responsibility for further progress in the 
provision of financial facilities to agriculture upon the co-operative move- 
ment, supported both by the Reserve Bank and the State. Yet co-operatives 
will make little headway until the Indian ryot learns to co-operate. Success 
depends as much upon him as upon the generosity of governments. An 
index would have added to the usefulness of this survey of the problem. 


L’Efficacité Sociale Du Systeme Economique. By RoGerR DEHEM. Institut 
de Recherches Economiques et Sociales, Louvain. 1952. 184 pp. 

Fr. 150. 
This essay in welfare economics is concerned with the definition of principles 
of economic behaviour which bring about maximisation of social welfare 
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subject to a given system of preferences and given resources. It deals with 
welfare criteria, the marginal analysis of production and exchange, the price 
mechanism and Keynesian employment theory. Perfect competition is 
shown to be a possible way of achieving optimum use of resources, and some 
of the barriers to its achievement are considered. One of these is inflexi- 
bility of prices, which is seen as the cause of unemployment. From this it 
is argued that the dichotomy between the economics of full employment and 
of less than full employment is unreal. The analysis is in the form of com- 
parative statics; it is rigorous and on a high level of abstraction, much of it 
being in mathematical form. The author has drawn on a wide range of 
works in English, and a bibliography is included. 


The Theory of the Market Economy. By HEINRICH VON STACKELBERG. 
Translated from the German and with an Introduction by Alan T. 
Peacock. William Hodge & Company. 1952. xxiii + 328 pp. 


Pricing and Equilibrium. By Erich SCHNEIDER. Translated from the 
original German by T. W. Hutchison. William Hodge & Company. 
1952. xii + 327 pp. 


The German editions of these works have already been reviewed at some 
length in this journal. (‘‘ Recent German Contributions in Economics,” by 
A. T. Peacock, Economica, N.S., Vol. XVII, No. 66, May 1950.) They 
are similar in scope: both are primarily concerned with the theory of product 
and factor pricing in the context of an exchange economy. Both are intended 
for students already possessing some knowledge of economics. Professor 
Schneider’s work is the more interesting: he analyses the nature and content 
of the plans made by the decision-making units, viz.: households and firms, 
and how these plans are revised as the economic process develops. Mr. 
Peacock and Mr. Hutchison are to be congratulated on producing readable 
translations. The translation of Schneider, however, is marred by numerous 
minor mistakes in formule and in the lettering of the diagrams—all of which, 
fortunately, are obvious. 


The Trend of Government Activity in the U.S. since 1900. By SOLOMON 
FABRICANT and RoBEeRT E. Lipsey. National Bureau of Economic 
Research Inc., New York. 1952. xix+ 267 pp. $4. 


This is the latest of a series of statistical studies by the National Bureau of 
Economic Research on the major sectors of the American economy. A vast 
mass of data has been ably assembled and presented, but many will feel that 
far too little attention has been paid to the theoretical problems involved in 
treating the government sector as just another industry group like manu- 
facturing or agriculture. Certainly the chapter on the productivity of labour 
in government is the least satisfactory in this respect and raises many more 
questions than it answers. Specialists in public finance will welcome the 
careful and ingenious attempt by Dr. Fabricant to derive a consumption 
function for government services by means of a multiple-correlation, cross- 
section analysis of State and local expenditures, but considerable further 
~ refinement of the variables selected would be necessary before some of the 
more paradoxical and unexpected results can be confidently accepted. 
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European Timber Trends and Prospects. By the Secretariats of the United 
Nations Food and Agricultural Organisation and Economic Com- 
mission for Europe, Geneva. 1953. xvi + 315 pp. 25s. 


This ambitious survey, prepared jointly by F.A.O. and E.C.E., attempts 
to predict the 1960 demand for and supply of various European wood 
products at two assumed levels of overall economic activity. It is estimated 
that even with imports from Russia and overseas, supply cannot equal 
demand without a substantial price increase, which in turn will encourage the 
existing tendency for European users to substitute other materials for wood. 
Starting with the fundamental assumption that forestry ought to maintain 
its present proportion of European output, the authors recommend a 
“* dynamic forest policy ’’ to prevent the threatened shortage. This includes 
hastened exploitation of inaccessible mature forests, integration of forest and 
industrial planning, increased pulp-manufacturing capacity, and the negotia- 
tion of agreements between user and producer countries to underwrite the 
latter’s forest investments. Though the survey is clear, comprehensive and 
informative, it never makes clear why Europe should wish to prevent the 
relative decline of the forest industries. 


The Taxation of Corporate Income in Canada. By J. RICHARDS PETRIE. 
University of Toronto Press. Geoffrey Cumberlege. 1952. 380 pp. 
55s. 


This is the latest in an enterprising series sponsored by the Canadian Tax 
Foundation. Not a history, but a thorough evaluation of the Canadian 
corporate income tax, it discusses its power to raise revenue, encourage 
production and spread the tax burden, but not its control over the level of 
business activity, which use is “‘ undesirable under normal conditions on 
both theoretical and practical grounds’, though acceptable for defence 
financing. Consequently the author devotes most space to studying the 
effects of the depreciation method, the impact on growing firms and the 
integration of personal and corporate income taxes. He urges integration 
partly because the “‘ double taxation ” of profits and dividends leads to dis- 
crimination against investing in equity stock. The book is heavily footnoted, 
and there is a good bibliography and an index. 


Textile Wages: An International Study. International Labour Office, 
Geneva. 1952. v +126 pp. 75 cents. 4s. 6d. 


This is a report prepared for the Governing Body of the I.L.O. on dis- 
parities in textile wages between various countries engaged in textile manu- 
facture, and the effects of these disparities upon the standards of living 
of textile workers. Part I sets out the statistical material and Part II the 
conclusions reached by the Textiles Committee of the I.L.O. The statistical 
material is presented in three chapters dealing with international comparisons 
of money wages, money wages and living standards, and the significance of 
wage differences in international competition. The statistics are interesting 
and are clearly presented. Shortcomings are admitted frankly, for the most 
part, and prompt a suggestion in Part II for measures to facilitate inter- 
national statistical comparisons in this field. The difficulties, however, are 


386 ECONOMICA [NOVEMBER 


conceptual and analytical as well as statistical.. To give but one illustration, 
the attempt to compare real wages by reducing money wages to food equival- 
ents must be misleading on two counts: the proportion of income spent 
on food is itself a function of the standard of life of the community, and the 
relative cost of foodstuffs and other economic goods is related both to the 
nature and the extent of a country’s economic development. 


Die Theorie der monetdren Kreislaufspharen. By FRANZ LutToLF. (Schriften 
des Schweizerischen Wirtschaftsarchivs. Edited by Valentin F. Wag- 
ner. Band 6.) A. Francke AG. Verlag, Berne. 1952. pp. 137. 
S.Fr. 10.50. 


This book provides a discussion of the concept of the monetary circulation 
and surveys the various component parts or sub-classifications into which 
monetary theorists have analysed it. Dr. Lutolf’s conclusion is that pure 
theoretical analysis cannot get much further on this subject and that the 
need is for more statistics. 


Le Conflit Historique entre la Loi des Débouchés et le Principe de la Demande 
Effective. By ANDRE PAQqueT. Librairie Armand Colin, Paris. 1953. 
pp. 368. 


The title of this work is a just description of its contents. It discusses 
the positions taken up by the chief figures over this issue from Adam Smith 
(in whose work is found the common origin of both lines of thought) to 
Keynes. The law of markets is followed from its original formulation as an 
empirical generalisation to Walras in whose work its non-monetary and non- 
temporal character and its chiefly conceptual interest came to the front. The 
ensuing reconsideration of the factors of time and money that occurred 
rather tardily and the attempts to integrate them into economic theory up to 
and including the general theory are then reviewed. Use is made of diagrams, 
but several of these are very carelessly drawn and John Meynard Keynes (sic) 
needs no comment. A second volume dealing with developments in the 
period following the appearance of the General Theory is promised. 
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